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ABSTRACT

The rise of any profession is marked by the development of
a code of ethics.

The public accounting sector of the accounting

profession has developed a code of professional ethics.

But to

date the industrial accounting section has not developed a code of
professional conduct.
are fourfold:

Accordingly, the objectives of this study

(1) to establish a need for a code of professional

conduct for accountants in industry, (2) to provide a philosophical
base for this code from the field of ethics, (3) to develop the
elements of this code of professional conduct, and (4) to survey
industrial accountants for their opinions on the code developed in
this study.
This study began with a search for a philosophical base.
Various selected schools of ethical thought were surveyed.

The

ethics of St. Thomas Aquinas was selected as the ethical foundation
for the code developed in this study, thereby accomplishing objec
tive two.
A discussion of the field of management accounting, along
with the ultimate responsibility of the accountant, followed.

The

call for the professionalization of management accounting and the
resultant need for a code of ethics were discussed, fulfilling
objective one.

Several ethical problems of industrial accountants
xi
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xii
were analyzed in the Thomistic framework which served as models
for applying other problems to the ethical philosophy of St.
Thomas Aquinas.

Ethical problems of industrial accountants

include broad principles; the relation of the accountant to the
firm; the relation of the accountant to other employees; the
relation of the accountant to the stockholders, the public, and the
government; the relation with other accountants; and technical
standards.

Technical standards include such topics as supplying

relevant information, providing a system of accounting control,
interpreting accounting information, promoting goal congruence,
reporting fraud, measuring performance, choosing accounting princi
ples, complying with authoritative pronouncements, communicating
financial information, fulfilling the full disclosure standard,
signing reports, indicating responsibility, and keeping adequate
records.
The code of professional conduct for accountants in industry
was presented, accomplishing the third objective.

The code was

submitted in questionnaire form to a systematic, random sample of
members of the National Association of Accountants (NAA), thereby
completing the fourth objective of this study.

The sample was

stratified from selected categories and consisted of 2,885 NAA
members.

Responses totaling 1,264 were received, for a 43.81%

response rate.

This response permitted the results presented in

this study to be representative of the selected categories of NAA
members, at the time the questionnaire was completed, with a 90%
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xiii
degree of confidence, + 2% precision, with a .2 estimated error
rate.

The need for a code of professional conduct for accountants

in industry was indicated by 1,045 respondents (82.67%).

The code

as a whole as developed in this study was accepted by 999 respond
ents (79.04%).
The code of professional conduct for accountants in
industry is viewed by this writer as attempting to present a
clearer definition of the ethical responsibilities of industrial
accountants and as protecting the accountant by alerting him to
the nature of these ethical responsibilities.

The code developed

in this study would have to be adopted and enforced by a certified
group, such as certified management accountants, to be an effective
code of professional conduct.
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Chapter 1

INTRODUCTION

The rise of any profession is marked by the development of
a code of ethics.

The public accounting sector of the accounting

profession has developed a code of professional ethics.

But to date

the industrial accounting sector has not developed a code of profes
sional conduct.

Early Development of Industrial Accounting
in the United States
Industrial accounting as it is known today gained importance
in the late nineteenth century.

Frederick Taylor and the scientific

management era pioneered work in setting standards, variance analysis,
and other areas which today are considered an integral part of indus
trial accounting.

World War I with its tremendous increase in indus

trial output focused attention on industrial accounting.

Cost

accountants operated in the area of the financial accountant and the
industrial engineer.^
The depression of the early 1930's forced businesses to
evaluate many of their internal operations.

Those functions which

were considered unessential were eliminated, and emphasis was placed

^Clinton W. Bennett, "The American Accountant in Industry,"
The Canadian Chartered Accountant, Vol. 62 (February, 1953), p. 63.

1
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on the necessary elements of business operations.

Industrial

accounting survived, and a greater appreciation for industrial
accounting and its uses resulted from this era.

World War II and

the subsequent years gave further impetus to industrial accounting.^
Simultaneous with these developments in industrial accounting,
events occurred which caused the rise of the accounting profession.
The accounting profession responded to the demands of business devel
opments arising from the industrial revolution.

Other events

included the new corporate form of business organization, the influ
ence of income taxation, the requirements of the era of combinations,
the demands of foreign investors, and the demands of governmental
bodies.^
The emphasis on external auditing by CPAs and their attest
function has overshadowed the role of the industrial accountant.

The

increasing legal liability of CPAs has been discussed in the account
ing literature, but little attention has been focused on the con
comitant responsibilities of the industrial accountant.

C. W.

Andersen in The Australian Accountant observed:
It is surprising therefore that, in the numerous
articles published on the celebrated Bar Chris Case in the
U.S.A., no reference has been made to the fact that the

^Ibid., p. 64.
3Maurice E. Peloubet, "The Historical Background of Account
ing," Handbook of Modern Accounting Theory, ed. Morton Backer (New
York: Prentice-Hall, Inc., 1955), pp. 16-35.
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treasurer and chief financial officer of the company was con
victed, along with the directors and auditors, for false and
misleading statements in a prospectus filed with the S.E.C.
The accounting literature in the U.S. and the educational
system of colleges and universities generally neglect the role of
the industrial accountant.

Emphasis in the accounting curriculum

traditionally has been placed on preparing students fo\ public
accounting and the C.P.A. exam.

Industrial accounting is not

attracting the young, aggressive student because he feels there are
greater challenges and opportunities in other areas.^
Another area in which public accounting has progressed
further than industrial accounting concerns codes of professional
conduct.

Codes of conduct for public accountants have been carefully

developed and updated by professional societies.

Little attention,

though, has been given to the need for formulating principles of
conduct to guide the accountant not in public p ractice.^

The Nature of the Problem
The overall problem of this study is to determine a code of
professional conduct for industrial accountants.

As a prerequisite

^C. W. Andersen, "The Profession We Serve— Business Objectives
and Professional Ethics," ’’’he Australian Accountant, Vol. 39 (October,
1969), p. 449.
^Earl F. Davis, "Professionalization of Private Accounting,"
Management Accounting, Vol. 52 (November, 1970), p. 52.
^ C. W. Andersen, "The Legal and Ethical Responsibilities
of the Accountant Not in Public Practice," The Australian Accountant,
Vol. 34 (November, 1964), p. 614.
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to this determination, the need for a code of professional conduct
must be justified.
Justification of the need for a code of professional conduct
for accountants in industry takes on four forms.

First, a liter

ature search has revealed that the United States is behind other
English-speaking countries in recognizing the need for ethical rules
for industrial accountants.
C.

W. Andersen in The Australian Accountant recognized that

not only are increasing responsibilities being placed on the cor
porate accountant by legislation, but he also has ethical respon
sibilities as w e l l . 7

A. W. Graham in "Professional Ethics in New

Zealand" stated that even though their Society's Code of Ethics is
practically oriented to the accountants in public practice, theo
retically the Society's code applies equally to all members whether
in public practice or not.®
Second, private correspondence between this researcher and
Commissioner James J. Needham of the Securities and Exchange Com
mission (SEC) has revealed current efforts by both the SEC and the
Financial Executives Institute (FEI) in this direction.

A letter

received from Commissioner Needham, dated January 31, 1972, stated
that current efforts are under way by the SEC staff to construct a

7C . W. Andersen, "The Future Role of the Corporate
Accountant," The Australian Accountant, Vol. 36 (April, 1966), p. 179.
®A. W. Graham, "Professional Ethics in New Zealand," The
Accountants' Journal (New Zealand), Vol. 45 (December, 1966), p. 181.
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code of ethics for accountants in industry.

Needham stated that the

FEI was also working on a similar project.
The third justification for the need for a code of ethics
concerns the efforts of many countries. Private correspondence between
this researcher and the societies of other English-speaking countries
revealed that other countries are attempting to apply codes of ethics
developed for public accountants in public practice to public account
ants in industry.

Recently the American Institute of Certified

Public Accountants (AICPA) restated its code of professional ethics.
This restated code applies some of its provisions to members in
industry.^

Despite these efforts, no code exists for non-public

accountants in industry.
Fourth, a questionnaire, to be explained later, presents
the opinions of the respondents regarding the need for a code of
professional conduct for accountants in industry.

The Scope of This Study
This study is oriented to industrial accountants in publiclyheld firms in the United States.

Practical considerations neces

sitated the restrictions placed on the scope of this study.

Definition of Industrial Accountant
The diversity of employment in the accounting field covers:

9American Institute of Certified Public Accountants,
Restatement of the Code of Professional Ethics: Concepts of Pro
fessional Ethics, Rules of Conduct, Interpretations of Rules of
Conduct (New York: American Institute of Certified Public Accountants,
1972), p. 20.
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public practice, industrial, governmental, and other areas.
of ethics exists for CPAs in public practice.

A code

But accountants in

the United States in industry today have no such formalized code.
This study is limited to developing a code of professional conduct
for accountants in industry.
Industrial accountants may include any number of classes
from the bookkeeper to the chief financial officer, whether CPAs
or not.

This range presents definitional problems for limiting the

term "industrial accountant."

A code of professional conduct

developed for industrial accountants must define the members or
classes of persons to be affected by it.

The problem of defining

who is an industrial accountant, or who is considered an
industrial accountant for this study, is resolved arbitrarily by
definition by this writer with prime consideration given to admin
istrative problems involved in such a code.

Definition by Title
An industrial accountant could be classified as the chief
financial officer of a company.

But this classification is rejected

because the job description of a "chief financial officer" varies
from one firm to the next.

In addition there exists terminology

problems with this classification.

Is the controller or the vice

president of financial affairs the "chief financial officer"?

The

answer to this question depends on numerous factors, one of which
is the classification according to the organizational chart, if
one exists.
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Should one consider the chief financial officer of General
Motors on the same level as the chief financial officer of a firm
whose volume of sales is $50,000?

Another problem is how would the

chief financial officer of a small company know of the existence of
a code of professional conduct which purports to bind him?

This

latter problem implies one of the administrative considerations
involved in issuing a code of ethics.

Definitions by Functions
Another possible classification of industrial accountants
could be by the functions performed:
and others.

cost, financial, budgetary,

But this classification is also rejected because the

functions of accountants vary.

They vary in their relative impor

tance to a particular firm and in the complexity of techniques or
analyses employed.

In addition the functions vary in the general

agreement on the composition of activities under the subfields of
cost, budgeting, and others.
are constantly changing.

The accounting needs of corporations

Consequently, the functions of the

industrial accountant must respond to this change.

Definition by Organizational Membership
Classification of industrial accountants by title and by
functions has been rejected.

The classification that has been

accepted in this study is based on membership in accounting organ
izations or societies.
Membership in a professional accounting organization, such
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as the National Association of Accountants (NAA), would be necessary
to inform its members of a code of professional conduct, to generate
pressures to conform to the code, and to enforce the code. Violations
of the code would be handled by the organization.

Appropriate actions

for an offense would include admonishment, suspension, or expulsion
from the group, along with loss of a license or certificate, if
applicable.
This classification solves many of the problems of admin
istering a code of professional conduct.

Thus, the code of profes

sional conduct developed in this study would be binding on
accountants who join an organization which adopts the code.

Applicability to Governmental and
Other Accountants
The fact that this study is limited to accountants in industry
does not preclude the fact that accountants in governmental areas
will benefit from this research effort.

Certainly there are simi

larities between the work of industrial and governmental accountants,
just as there exists similarities between the work of CPAs in public
practice and industrial accountants.

But the ethical code developed

in this study is oriented primarily to industrial accountants, with
special considerations given to the problems that are relevant to
them.

Publicly-Held Firms
The extent of ownership differs between closely-held and
publicly-held firms.

Also organizational and procedural patterns
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generally tend to be more formalized in publicly-held firms.

Finan

cial statements of publicly-held firms are generally distributed to
a larger group of investors and other interested parties.

The code

of professional conduct developed in this study is oriented toward
accountants in publicly-held firms.

Geographical Boundaries
This study is further limited to industrial accountants in
the United States.

There exists universal aspects of industrial

accounting applicable world-wide.

But the legal, political, social,

and economic environments differ in various countries.

As stated

previously, varying efforts by other countries have been under way to
explore the ethical responsibilities of accountants in industry*

But

administrative considerations were paramount in limiting this study
to the United States.

Limitations of a Questionnaire
The questionnaire distributed as part of this study is subject
to the limitations inherent in the questionnaire technique.

These

limits include, for example, respondents interpreting questions dif
ferently, definitional problems existing with the terminology used,
and the possibility of a poor response rate.

Among the advantages

of a questionnaire are its ability to reach a wide geographical
range of people and its ability to allow the respondents to answer
the questions at their convenience.
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Synonyms for Accountant and Code
The terms "accountant," "industrial accountant," "internal
accountant," "accountant in industry," "management accountant," and
"corporate accountant" are used interchangeably in this study.

The

phrases "code of professional conduct," "code of ethics," "code,"
and "code of professional ethics" are also used interchangeably.
The difference between ethics and professional conduct is discussed
in Chapter 3.

Other terms used interchangeably in this study are

described as they are introduced.

Objectives of This Study
The objectives of this study are fourfold:
(1)

To establish a need for a code of professional conduct
for accountants in industry,

(2)

To provide a philosophical base for this code from
the field of ethics,

(3)

To develop the elements or rules of this code of
professional conduct, and

(4)

To survey industrial accountants for their opinions
on the code developed in this study.

The development of a code of professional conduct is evo
lutionary.

Once developed, its provisions must change as conditions

warrant change.

Therefore, a code of ethics is a dynamic instrument

of professional advancement.

In developing a code of ethics many

opinions must be considered.

Many efforts are needed to develop a

code of ethics which contribute the thoughts of many researchers.
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This study is one effort in this direction.
Most other efforts involving a code of ethics are not
oriented from a philosophical base.

This study hopes to contribute

to the research in the area of ethics in accounting by providing an
ethical foundation for the code developed in this study.

The feed

back obtained from the survey in this study provides the opinions
of many industrial accountants.

These opinions aid in the formu

lation and acceptance of a code.
The development of a code of ethics for accountants in
industry will advance the professional stature of industrial
accountants.

The entire accounting profession in turn will benefit

from the increased stature and the unification of industrial
accountants.

The professionalization of industrial accountants will

promote the protection of the users of financial statements, as the
accountant increases his emphasis on service to the users of these
statements.

This increased consumer protection will improve the

image of the entire accounting profession.

Research Methodology
This study contains a theoretical and an empirical orien
tation.
study.

These two parts accomplish the four objectives of this
The first objective is accomplished partly on a theoretical

basis and partly on an empirical one.

This objective of establish

ing a need for a code of professional conduct for accountants in
industry is accomplished first through a literature search.

The

accounting literature of many countries expresses a need for a code
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of ethics for accountants in industry.
for a code also has an empirical basis.

The establishment of a need
The questionnaire mailed

as part of this study explicitly asked respondents their opinions
on the need for a code.
The second objective to provide a philosophical base for
the code was accomplished by a literature search in the field of
ethics.

The results of this search are presented in Chapter 2.
In preparation for accomplishing the third objective of

developing the rules of the code, the areas of business ethics and
accounting ethics in particular were studied for relevance to the
development of a code of ethics for industrial accountants.

Library

research was used to investigate the field of industrial accounting
and the ethical problems of accountants in industry.
are presented in Chapter 3.

These results

Codes of ethics of various selected

organizations and professions were researched to aid in the deter
mination of the form and content of a code of ethics for management
accountants.

Chapter 4 represents the accomplishment of this theo

retical objective.

It contains the "Code of Professional Conduct

for Accountants in Industry."
The fourth objective of surveying industrial accountants for
their opinions to the code developed in this study is an empirical
one. This objective was accomplished as follows.

The code developed

in this study was submitted in questionnaire form to a sample of
members of the National Association of Accountants (NAA) to obtain
their opinions and reactions.

The questionnaire along with the

transmittal letters are presented in Appendix A.
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The questionnaire was pretested by the faculty of the
Department of Accounting at the University of Nebraska-Lincoln.

A

stratified, systematic random sample was provided by the National
Association of Accountants according to this author’s specifications.
The sample was stratified among the following four categories of
subscribers to Management Accounting, a monthly publication of NAA:
(1)

Secretaries and/or Treasurers, Controllers,

(2)

Chief Accountants,

(3)

Cost Accountants, Accountants, and Internal Auditors,
and

(4)

Bookkeepers and Accounting Clerks.

There was a total of 31,751 names in all four categories.

The

sample of 2,885 was distributed among the categories as follows:
Category

Total

Sample

(1)

15,925

1,447

(2)

5,362

487

(3)

10,166

924

(4)

298_______________ __ 27
31,751

A systematic randon sample was used.

2,885
Burford has pointed

out that the characteristics and results of systematic random samples
are very similar to those of simple random samples.

Systematic

samples are easier to select because it is not necessary to assign
serial numbers to the elements in the universe.-'-®

lORoger L. Burford, Statistics: A Computer Approach
(Columbus, Ohio: Charles E. Merrill Publishing Company, 1968), pil80.
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The sample was selected with a random start from the first
eleven names in each of the four categories.
name was selected.

Then every eleventh

The questionnaire was mailed January 19, 1973.

A follow-up questionnaire was mailed March 9, 1972.
naires were mailed as bulk-rate mail.

The question

This mailing process accounts

for the time span between the first and second mail outs.

All

useable responses received on or before April 23, 1973, were included
in the results which were processed by a computer program.

The

total responses were 1,264; the response rate was 43.81%.

A 90%

confidence level, + 2% precision with a .2 average error rate was
attained.^

The results of the questionnaire are presented in

Chapter 5.

Preview to This Study
In Chapter 2 various selected schools of echj.cs are dis
cussed.

An ethical school of thought is selected as a philosophical

foundation for the code developed in this study.

A discussion of

the field of industrial accounting along with the ethical problems
of an accountant in industry is presented in Chapter 3.

The

ethical problems discussed in Chapter 3 are the basis for the code
of professional conduct presented in Chapter 4.

A questionnaire

was submitted to accountants in industry containing the code
developed in this study.

The results of this questionnaire are

HThis writer gratefully acknowledges Dr. Roger L. Burford
of Louisiana State University, Professor of Quantitative Methods,
for his assistance in establishing the statistical procedure for
this study.
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presented in Chapter 5.

Summary and concluding remarks are pre

sented in Chapter 6.

Appendix A contains the questionnaire and

transmittal letters.

Appendix B contains the results of the

questionnaire classified by selected job categories.
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Chapter 2

AN ETHICAL FOUNDATION FOR A CODE OF
PROFESSIONAL CONDUCT

In this chapter the search for a code of professional
conduct for accountants in industry from a philosophical base is
begun.

The field of ethics is explored to discover an ethical

philosophy to serve as a foundation for the code to be developed
in a later chapter.
Selected definitions of ethics are presented in this
chapter.

Next there is a discussion of selected schools of

ethical thought.

The ethics of St. Thomas Aquinas is assumed to

serve as the ethical foundation for the code of professional con
duct for accountants in industry.

Then various parts of Thomistic

ethics which are relevant to this study are examined.

Finally,

the relation of Thomistic ethics to this study is discussed.

Selected Definitions of Ethics
Ethics is a branch of philosophy.
concerns the actions of human beings.
in a decision-making environment.

The study of ethics

It considers an individual

Ethics deals with such terms

as "right," "wrong," "good," "bad," "moral," and "immoral."

The

following review of selected definitions of ethics is provided to
aid one's understanding of the subject matter of ethics.
16
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Paul J. Glenn in his book Ethics;

A Class Manual in Moral

Philosophy stated:
Ethics employs the marvellous faculty of human reason
upon the supremely important question of what an upright life
is and must be. . . .
Ethics furnishes the norm by which relations among
men (juridical, political, professional, social) are regulated.
It shows what such relations must be, and indicates the reasons
that require them to be so. Thus, Ethics is fundamental to the
sciences of Law, Medicine, Political Economy, Sociology, etc.^
Everett W. Lord in The Fundamentals of Business Ethics
defined ethics as the science of conduct;

". . . a study of

O

right and wrong in human relations.'
William Lillie in An Introduction to Ethics stated:

"We

may define ethics as the normative science of the conduct of human
beings living in societies— a science which judges this conduct to
be right or wring, to be good or bad, or in some similar way."
Vernon J. Bourke in Ethics:
stated:

A Textbook in Moral Philosophy

"Ethics may be defined as the systematic study of human

actions from the point of view of their rightness or wrongness as
means for the achievement of ultimate happiness."^

1-Paul J. Glenn, Ethics: A Class Manual in Moral Philosophy
(4th ed.; St. Louis, Missouri: B. Herder Book Company, 1934),
pp. xi-xii.

York:

^Everett W. Lord, The Fundamentals of Business Ethics (New
The Ronald Press Company, 1926), p. 13.

^William Lillie, An Introduction to Ethics (London:
Methuen and Company, Ltd., 1957), p. 2.
^Vernon J. Bourke, Ethics: A Textbook in Moral Philosophy
(New York: The Macmillan Company, 1966), p. 4.
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The Encyclopedia of Philosophy discussed ethics as follows:
The term "ethics" is used in three different but
related ways, signifying (1) a general pattern or "way of
life," (2) a set of rules of conduct or "moral code," and
(3) inquiry about ways of life and rules of conduct. In the
first sense we speak of Buddhist or Christian ethics; in the
second sense, we speak of professional ethics and of unethical
behavior. In the third sense, ethics is a branch of philos
ophy that is frequently given the special name of metaethics.^
From these definitions one can see that ethics involves the
following common elements:
versus "bad" or "wrong."

(1) human acts and (2) "good" or "right"
The second part of these definitions of

ethics causes a great definitional problem, which has been the subject
of the thoughts and efforts of many men throughout the centuries.
Good/bad, right/wrong are vague terms, the essence of which
involves developing a criterion or standard by which to judge "what
is good" or "what is evil."

Once a standard is developed the terms

"good," "evil," "right," and "wrong" become clearer.
A synthesis of the various definitions of ethics given above
is used for this study.

Ethics is "the study of human acts and the

norm(s) for determining their rightness or wrongness."

In the fol

lowing section a discussion of selected schools of ethiudl thought
is given.

Selected Schools of Ethical Thought
There are many schools of ethical thought.

Because so many

5paul Edwards (ed.), The Encyclopedia of Philosophy, Vol. 3
(New York: The Macmillan Company and The Free Press, 1967), pp. 8182.
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varied schools exist, it is necessary in developing a code of ethics
to state the ethical philosophy on which the code is based.

This

section, therefore, contains a brief discussion of selected schools
of ethical philosophy.

The respective standard of morality for the

various schools is discussed.

As a general rule, the ethical

philosophies of these schools vary in their depth of analysis and
their concreteness of application.

Some give as their criterion or

standard of morality, happiness; others, pleasure; and still others,
duty.

Some believe the individual is the relevant focus; others,

society as a whole.
Obviously one must select from the many schools with con
flicting standards of morality the one which will guide his behavior.
In other words, one must assume an ethical philosophy and use its
norm as the criterion for judging human actions.
schools of ethical thought are briefly summarized:

The following
Ayer, Bentham,

Butler, Dewey, Hobbes, Hume, Kant, Mill, Moore, and St. Thomas
Aquinas.^

^For a discussion of some of these various schools, see:
C. D. Broad, Five Types of Ethical Theory (New York:
Harcourt, Brace & Company, 1934).
Alburey Castell, An Elementary Ethics (Englewood Cliffs,
New Jersey: Prentice-Hall, Inc., 1954).
Frederick Mayer and Floyd H. Ross, Ethics and the Modern
World (Dubuque, Iowa: Wm. C. Brown Company, 1951).
John L. Mothershead, Ethics: Modern Conceptions of the
Principles of Right (New York: Henry Holt and Company, 1958).
William S. Sahakian, Systems of Ethics and Value Theory
(Totowa, New Jersey: Littlefield, Adams, and Company, 1968).
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The Philosophy of A. J. Ayer
Ayer's philosophy has been termed "ethical skepticism,"
"value nihilism," "emotive theory of ethics," and "logical posi
tivism."

According to Ayer, moral concepts and judgments are

pseudo-concepts and are unanalyzable.
tude, or emotion.

They express a feeling, atti

They lack any cognitive meaning.

Expressions of

moral judgments are merely ejaculatory, statements of one's emotions.
Stating:

"You acted wrongly in stealing the money" adds nothing to

the factual content of the statement:

"You stole the money."

Ethical judgments are neither true nor false and cannot be validated.
In effect, ethics are nonexsistent.
In contrast to Ayer's philosophy that ethics do not exist,
Bentham is known for his utilitarian philosophy.

The Philosophy of Jerry Bentham
Bentham's philosophy has been termed "utilitarianism,"
"egoistic hedonism," "psychological hedonism," and "quantitative
hedonism."
masters:

Bentham believes that nature has endowed man with two
pleasure and pain.

Man is motivated to seek pleasure and

avoid pain. Bentham saw pleasure as that
titatively.

which could measured quan

There exists seven measures or standards ofpleasure:

(1) intensity,
(2) duration,
(3) certainty— its likeliness of occurrence,
(4) propinquity— its nearness at hand,
(5)

fecundity— its chance of being followed by other pleasures,
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(6) purity— its

chance of not being followed by pain, and

(7) extent— the

number of persons who are affected by it.

Bentham developed his hedonistic calculus to measure pleasure
quantitatively.

Bentham believed that all pleasures were of equal

worth and differed only in amount.

He would say that if all other

things were equal, and if one pleasure was more intense than another,
then one should choose the more intense pleasure.

Similarly for the

other measures, the net result being the right course of action
because it would be the most pleasurable one.
Bentham stated:

"Everyone to count for one, nobody for more

than o n e . T h i s dictum considers everyone an equal.

An action

should bring happiness to the greatest number of people.

In deter

mining a course of action, one should choose the one that will give
the greatest happiness for the greatest number of people.

Bentham

saw sanctions being imposed on man so that it would be painful in the
long run to disregard the public welfare.

Therefore, private and

public welfare tended to combine.
If one were perplexed as to which course of action to follow,
one would:
. . . consider the courses of action open to you; discover
the pleasures and pains involved in each course, considering
each person who may be affected by the action, and counting
yourself only as one; then the alternative that promises the
greatest balance of pleasure over pain, or the smallest balance

^William S. Sahakian, Systems of Ethics and Value Theory
(Totowa, New Jersey: Littlefield, Adams, and Company, 1968), p. 110.
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of pain will be the right action,
to do.8

and this is what you ought

Mayer and Ross gave a more detailed account of this process.
They quoted Bentham in explaining his calculus.

Considering the

pleasure and/or pain on each of the seven scales, one should sum:
. . . all the values of all the pleasures on the one side,
and those of all the pains on the other. The balance, if it be
on the side of pleasure, will give the good tendency of the act
upon the whole, with respect to the interests of that individual
person, if on the side of pain, the bad tendency of it upon the
whole. Take an account of the number of persons whose interests
appear to be concerned; and repeat the above process with res
pect to each. Sum up the numbers expressive of the degrees of
good tendency, which the act has, with respect to each indi
vidual, in regard to whom the tendency of it is good upon the
whole: do this again with respect to each individual, in regard
to whom the tendency of it is bad upon the whole. Take the
bala nee; which, if on the side of pleasure, will give the
general good tendency of the act, with respect to the total
number or community of individuals concerned; if on the side of
pain, the general evil tendency, with respect to the same
community.9
Bentham's philosophy judges an act by reference to its actual
consequences, not the intended results.

A virtuous action is a

correct calculation, one that will give the maximum amount of pleasure
for the greatest number.

Now the discussion switches from

Bentham's complex calculus to Butler's supreme principle of con
science to determine the good or evil of an act.

The Philosophy of Joseph Butler
Butler's philosophy has been termed "classical intuitionism."

8John L. Mothershead, Ethics: Modem Conceptions of the
Principles of Right (New York: Henry Holt and Company, 1958),
pp. 225-226.
^Frederick Mayer and Floyd H. Ross, Ethics and the Modern
World (Dubuque, Iowa: Wm. C. Brown Company, 1951), p. 36.
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According to Butler, basic principles and value judgments are
intuitive or self-evident, and therefore they do not need to be
justified by argument.
One must look at an act in relation to the whole system of
which it is a part to determine its rightness or wrongness. Con
science is the final criterion of morality.
Virtue is acting according to one's nature; vice against
one's nature.

Broad in discussing Butler's philosophy stated that

the ideal human nature consists in subordinating particular impulses
to self-love and benevolence.

Self-love and benevolence are in turn

subordinated to the supreme principle of

c o n s c i e n c e . ^

In contrast to Butler's supreme principle of conscience,
Dewey does not L^lieve in one single principle of morality.

The Philosophy of John Dewey
Dewey denies the existence of a single principle of morality
which applies to every moral situation.

Moral situations are unique.

He advocates the use of the scientific method to investigate each
moral situation.

Inquiry into the conditions that create right and

wrong and the consequences of each situation would be called for.
This inquiry is intelligence.

Each person is morally responsible

corresponding to his degree of intelligence and learning.
For proper value judgments one must consider the total
situation, the relations of means to ends.

If the means are

10C. D. Broad, Five Types of Ethical Theory (New York:
Harcourt, Brace & Company, 1934), p. 63.
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unacceptable, then the end is consequently considered bad.

A bad

person is one who no matter how good he has been is beginning to grow
less good.

A good person is one who no matter how morally bad he has

been is becoming better.
sense morals is education.

Morality implies growth.
Morality is social.

viduals cannot be done by the person alone.

In a broader

Improvement in indi

Educational and political

institutions are needed.
From Dewey's emphasis on intelligence and education, the
next philosophy

considers Hobbes' ethics of power.

The Philosophy of Thomas Hobbes
Hobbes' philosophy has been called "the ethics of power" and
"ethical egoism."

According to Hobbes, man in his natural state is

in a continuous war with each other.
There are two basic natural laws.

The first, termed the

"Right of Nature," entitles man to preserve himself at all costs.

The

second natural law, termed the "Law of Nature," prevents man from
doing anything that may prove to be destructive to his life.
natural state the law of the jungle prevails.

In the

Might makes right.

Nothing

canbe considered

unjust. Hobbes stated that man, for

sake of

his own peace and safety, must voluntarilyresign his"Right

of Nature" and accept a social contract.

the

This social contract is an

agreement among men to be governed by another man or an assembly of
men.

This social contract is conducive to social coexistence and

personal survival.

This social contract, which man accepts as
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society becomes more complex, is in effect the Golden Rule.^
The following section contains a discussion of Hume's ethics
based on the sentiment of social approval.

The Philosophy of David Hume
Hume's philosophy has been called the "ethics of sentiment."
Nearly all persons feel at some time the emotion of approval or dis
approval.

According to Hume, those sentiments possessing social

content are morally significant.

Personal sentiments of individuals

are ignored; the sentiments of society as a whole are important.
Sentiments of humanity must be felt in common to be used as a foun
dation of ethics based on approbation.

If morality were not a

matter of sentiment, then a tree that falls and kills a person would
be regarded as an immoral tree.
Things that are directly or indirectly pleasant or conducive
to pleasure to their owners or others evoke the emotion of approval.
Social approval determines right action.

The criterion of morality

is social opinion.
Hume's philosophy is similar to the saying:
do as the Romans do."
about certain actions.

"When in Rome

All societies may not have the same sentiments
An action may be moral in one society and

immoral in another.
Hume's ethics is based on social approval; Kant's ethics is
based on a sense of duty.

USahakian, op. cit. , pp. 392-398.
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The Philosophy of Kant
According to Kant, a right action is one that is performed
from a sense of duty.
person.

Moral laws are the same for every rational

Moral law possesses an absolute character.

This absolute

character or categorical imperative is one's sense of duty.

The

categorical imperative is a priori and is inherent in every rational
thinking creature.

This categorical imperative or norm by which to

judge moral actions is as follows:

"Act only on that maxim through

which you can at the same time will that it should become a uni
versal law."12
A maxim of an act could be considered the major premise of
a syllogism.

The minor premise would be related to the act.

the conclusion follows.

Then

Kant would test the rightness of the major

premise by asking if it could be willed as a universal law binding
on all men.

If it cannot be universalized, then it is a wrong

act.

For example, the principle or maxim underlying stealing cannot be
willed as a universal law; therefore, stealing is a morally bad act.
Some have termed Kant's philosophy as "formalism" and
"ethical intuitionism."
being inner.
action.

An intuitionist considers moral value as

Motive is the all important criterion in judging moral

Kant considers this motive as a sense of duty.

He does not

12Immanuel Kant, Groundwork of the Metaphisic of Morals,
translated and analysed by H. J. Paton (New York: Harper & Row,
1948), p. 30.
13Alburey Castell, An Elementary Ethics (Englewood Cliffs,
New Jersey:
Prentice-Hall, Inc., 1954), pp. 74-75.
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look to results or consequences of an action as a utilitarian does.
For Kant one should perform an action because he recognized the act
as his duty and not for the reward or fear of punishment that would
follow from the act.
In contrast to Kant's ethics of duty, Mill's philosophy is
based on the utility principle.

The Philosophy of John Stuart Mill
Mill has been called a "utilitarian," "ethical universalist,"
and a "hedonist."

For Mill, the criterion of morality is the utility

principle or the greatest happiness principle.

This principle cannot

be proved; it is a first principle.
Happiness is intended pleasure and the absence of pain;
unhappiness is pain or the lack of pleasure.

An action is right if

it will produce the greatest amount of pleasure or the least amount
of displeasure for the greatest number of people.
Bentham's quantitative hedonism.

Mill differs from

Mill recognized qualitative as

well as quantitative differences in pleasure.

Th. re exists dif

ferences in the kinds of pleasure as well as in amounts.

A minute

pleasure of quality is more desirable than a sizeable pleasure of
inferior quality.

It is better, according to Mill, to be a miserable

man than a happy pig.
A type of democratic majority would determine the more
pleasurable actions.

If one pleasure is preferred over another by

all or almost all of those who have experienced both, then the pre
ferred pleasure has a higher quality and is the right pleasure to
choose.
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All individuals have an equal right to happiness.
regard Mill incorporates Bentham's dictum:

In this

"Everybody to count for

one, nobody for more than one."^
Mill believes in two sanctions to bind one's obedience.
External sanctions consist of the hope of favor and the fear of dis
favor from one's fellow man or from the Ruler of the Universe.

The

internal sanction is in effect one's conscience.
Mill's ethics is utilitarian.
discussed is also utilitarian.

The next philosophy to be

Moore has been called an "ideal

utilitarian."

The Philosophy of G. E. Moore
Moore's philosophy has been termed "ethical realism" and
"ideal utilitarianism.11 Good is an ultimate term and is undefinable.
An action is right or wrong depending on its total actual consequences.
An act is right if, of all courses of action open to the agent, it
produces the best results.
to the best possible end.
influence its rightness.
worthy of praise or blame.

One must select the best possible means
One's motive for doing an act does not
One's motive, though, can

allow one to be

If one intends an act to produce the

best result, but it does not; then one acted wrongly but would be
morally praiseworthy for his intention.
Ideal utilitarianism differs from Kant's philosophy.

It is

right for an ideal utilitarian to tell a lie if it will produce the

l^Sahakian, op. cit., p. 110.
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best results.

The last philosophy to be discussed is that of St.

Thomas Aquinas.

The Philosophy of St. Thomas Aquinas
The following table briefly summarizes St. Thomas Aquinas'
philosophy.

From the table one can see how St. Thomas integrates

religion and ethics into his philosophy.

Table 1
Thomistic Philosophy

Standard of Morality
of Human Acts

Virtues

Religion

Eternal Law

Faith
Hope
Charity

Ethics

Human Reason

Prudence
Temperance
Fortitude
Justice

Philosophy

Source;
Original.

St. Thomas believes that the ultimate end of man is happiness.
This ultimate happiness can only be satisfied by God in the beatific
vision of God.
end.

Individual human actions are teleological, for some

Man acts for or toward an end or for several ends in each

action.

This end is synomous with the good.

A real or perceived

good motivates human actions.
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A human action is a voluntary action.
man's free will.

It proceeds from

It is contrasted with an involuntary act, termed

an "act of man," which is outside the realm of ethics.
possesses three determinates of morality:

A human act

the object, the end of

the act, and the other circumstances surrounding the act.

These

three elements of the act must be viewed to determine the morality
of the act.
The ultimate standard or norm of morality is eternal law.
This standard is invariable.
government.

Eternal law is a system of Divine

It is God's wisdom ruling the world.

standard of morality is human reason.

It is through human reason

that God's eternal law is made known to man.
first principle of all human acts.

Human reason is the

Reason dictates that some things

are to be sought and some things are to be avoided.
ciple of practical reason is that:

The proximate

The first prin

"Good is to be done and pursued,

and evil is to be avoided."^
Thus the ultimate standard of morality is eternal law, and
the proximate standard of morality is human reason.

This proximate

standard of morality is one which is more concrete and can be used
to guide man's actions in daily life.

In Thomistic philosophy when

one states that the standard of morality is reason, it is understood
that this standard is in conformity with the ultimate standard,
eternal law.

From the proximate standard of morality one may define

15Germain G. Grisez, "The First Principle of Practical
Reason," Aquinas: A Collection of Critical Essays, ed. Anthony Kenny
(New York: Anchor Books, Doubleday and Company, 1969), p. 341.
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other terms.
reason.

Good or right or moral is that which complies with

Bad, wrong, or evil is that which does not comply with

reason.
St. Thomas further expands his philosophy by describing
virtues.

Theological virtues may be defined as ". . . good operative

habits of the rational potencies of the human soul, infused in man by
God alone, directing human acts immediately to God as an End, and
serving as the principle of right action in relation to man's super
natural

E n d .

"16

st. Thomas describes three theological virtues:

faith, hope, and charity.
Faith concerns truths which cannot be known by purely natural
reasoning.

Hope looks forward and firmly maintains one's aspirations

for eternal life with God.

Charity concerns loving God for His own

sake and loving rational creatures as participants in

society.-^

Theological virtures are infused by God; cardinal virtues are ones
which man can possess through his own actions.
Human virtues are habits of doing good as defined by reason.
The four cardinal virtues are prudence, temperance, fortitude, and
justice.

Prudence is a habit of the intellect, and it enables man

to reason so that he will act rightly.
involves the habit of moderation.

The virtue of temperance

Feelings, emotions, or affections

toward physical things are included in this virtue.

-*-^Bourke, op. cit. , pp. 266-267.
l^Ibid., p. 271.
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Threats occur to one's physical well-being.
culties are known through man's sense perceptions.

These diffi
Fortitude is the

habit enabling one to firmly and reasonably handle physical danger.
Justice applies to all man's voluntary dealings with other people.
It concerns the rightness of man's external actions.

It is through

St. Thomas' concept of justice that he develops his concept of law.
Thomistic ethics judges the rightness of a human act by the
standard of human reason.

Man acts rightly by carrying out the

virtues of prudence, temperance, fortitude, and justice.
Now that various schools of ethical thought have been briefly
summarized, the assumption of the ethical school which is used as the
base for a code of professional conduct for accountants in industry
is discussed in the next section.

The Assumption of Thomistic Philosophy
From the various schools of ethical thought described above,
one can see that there are many conflicting views and conflicting
standards of morality.

Some schools view the individual as the

relevant focus of morality; others view society as a whole.
When one acts, he bases his behavior on some principle of
action.
actions.

He may or may not be conscious of the principle behind his
In guiding his behavior, one either develops his own

school of ethical thought or he selects from the many conflicting
schools of ethical philosophy.

In other words, one must assume an

ethical philosophy and follow its norm as the criterion for judging
human actions.

So in developing a code of ethics to guide the
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behavior of accountants in industry, one must assume an ethical
philosophy as a base.
This study assumes Thomistic ethics.

Of the various schools

researched the ethical philosophy of St. Thomas Aquinas was selected.
St. Thomas has been credited not only as being a clear and original
thinker but also as a great synthesizer.

Newman stated that the

originality of Aquinas is due in part to a construction of ". . . a
purely philosophical synthesis in which Platonic, Aristotelian, NeoPlatonic and Christian ideas coalesce into a unified system."-*-®
Many parts of Thomistic ethics are relevant to the develop
ment of a code of ethics for industrial accountants.

A moral act,

an ethical act, or a human act are terms which are used inter
changeably in this study.

St. Thomas defines a human act.

Under

standing the nature of an ethical act is crucial to any code of
ethics.

One must understand the elements of a moral act before one

can attempt to develop rules to regulate ethical behavior.
St. Thomas' standard of morality is human reason.

This

standard is expanded through the cardinal virtues, which are more
specific guides to behavior.

The virtues of prudence and justice

have particular relevance for this study.
decision process of each individual.

Prudence involves the

St. Thomas uses the practical

syllogism as a format for the logic involved in a moral decision.
Justice involves a person's relations with others.

Since an

18Jeremiah Newman, Foundations of Justice: A HistoricoCritical Study in Thomism (Dublin: Cork University Press, 1954),
p. 89.
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accountant in industry deals mainly with others:

his employer,

his fellow workers, and others; the virtue of justice can guide
these interrelationships.

Finally, Aquinas' concept of law, espe

cially his discussion on human law, bears a direct parallel to a
code of ethics for any organization.

Law relates to governing the

public as a code of ethics relates to governing a private group of
individuals.
In the next section an expanded discussion of the relevant
parts of St. Thomas' philosophy is given.

The last section of this

chapter relates pertinent parts of St. Thomas' philosophy to this
study.

Discussion of Thomistic Philosophy
The philosophy of St. Thomas Aquinas can be broken down into
two parts:

religion and ethics.

one can see this division.

Referring to Table 1 on page 29,

The ethics of St. Thomas conforms and

agrees with his view of religion.

For example, if a moral act is in

conformity with human reason, the proximate standard of morality,
then it is also in conformity with eternal law, the ultimate standard
of morality.

For the purposes of this study concentration is placed

on the ethical part of St. Thomas' philosophy.
The following sections contain a more detailed explanation
of the ethical segments of Thomistic philosophy that are considered
relevant for this study.

Thomistic ethics serves as the philosophical

foundation for the chapters that follow.

The discussion in the fol

lowing sections on Thomistic ethics is mainly taken from translations
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of St. Thomas' Summa Theologica. ^

Human Acts
There exists an important distinction in Thomistic philosophy
regarding actions by humans.

St. Thomas divides actions for moral

consideration into human acts and acts of man.

Acts of man are

involuntary acts, or acts performed without deliberation.
of acts of man are digestion and stroking one's beard.

Examples

Since acts

of man are not controlled by man, they are excluded from the realm of
moral consideration.

The agent does not possess any moral responsi

bility for them.
For an act to be considered a human act it must be voluntary
or proceed from one's own inclination.

A human act is a willed act

which proceeds from one's will with knowledge of the end which the
agent is seeking.

From these definitions of human acts and acts of

man, one can see that most of the actions performed by man can be
categorized as human acts.

These human acts, since they are volun

tary, possess the charcteristic which forces the agent to make a
moral decision or choice in performing each act.

The agent makes an

ethical value judgment in his decision to perform or not to perform
the act.

l^For example, see Anton C. Pegis (ed.), Basic Writings of
Saint Thomas Aquinas (New York: Random House, 1945).
St. Thomas Aquinas Summa Theologiae, trans. Thomas Gilby
(Cambridge, Massachusetts: Blackfriars, 1970).
The "Summa Theologica" of St. Thomas Aquinas, trans. the
Fathers of the English Dominican Province (London: Washboume, Ltd.,
1929).
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A human act can be divided into its three essential elements.
These elements are called "the determinants of morality."

The

three determinants of morality are the act itself, the end of the
act, and the other circumstances surrounding the act.

All three

elements must be considered and evaluated to determine the morality
of any human act.

A human act, an ethical act, and a moral act are

used interchangeably in this study.

The Object or the Act Itself
The first determinant of morality is the object or the act
itself.

The object or the act is the deed done.

An act derives its

specific character or species from its object or objective.

A human

act receives its specific character from its object in relation to
human reason.

An act may be in agreement with reason, against

reason, or not pertaining to reason.

An act is in accord with reason

and termed "good" if it is suitable to its nature.

An act is evil

or wrong if it is against the order of its nature.

For example,

people own certain possessions.

It is in accordance with the nature

of these possessions that they be used by their owners.

So an act

which takes what belongs to another is against the order of nature
and against reason, and such an act is therefore evil or wrong.
If one considers only this first essential element of a human
act, then some actions may be morally indifferent, that is, neither
right nor wrong.

For example, the act of picking up a twig may not

have any moral implications.

However, the lack of moral value is

possible only when one considers this first element of a human act,
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the act itself.

A human act when evaluated from all three of its

essential elements has moral implications.
right or wrong.

A human act is morally

Every human act since it proceeds from deliberate

reason must be either good or evil.

The End of the Act
The end of a human act is one’s purpose or motive for per
forming the act.

The intention which the agent wills to achieve by

his action is the second determinate of morality.

Willing the end

of an act includes willing the means to that end.

If different

means are used to achieve the same end, then each act must be
evaluated separately to determine its rightness or wrongness.

In

other words, the end does not justify the means.
The end of the act can be considered a circumstance of the
act.

Circumstances surrounding an act are discussed in the next

section.

The Circumstances of the Act
Circumstances are defined by St. Thomas as:

" . . . whatever

conditions are outside the substance of an act, and yet in some way
touch the human act."^®

Circumstances touch an act in three ways:

first, by touching the act itself; second, by touching

theeffect of

the act; and, third, by touching the cause of the act.
A circumstance touches the act itself in two ways:

first,

^Anton c. Pegis (ed.), Basic Writings of Saint Thomas
Aquinas, Vol. 2 (New York: Random House, 1945), p. 240.

R eproduced w ith perm ission o f the copyright owner. Further reproduction prohibited w itho ut perm ission.

38
through some measure, such as time or place, or, second, by quali
fying the act itself, which includes how the act was done.

A cir

cumstance touches the effect of an act when one considers what is
done.

A circumstance touches the cause of the act by considering why

it was done, who did it, about what was done, and by what means it
was done.

The questions "who," "what," "when," "where," "why," and

"how" cover the main areas on which circumstances touch.
The most important circumstance, according to St. Thomas,
involves the question "why."

The reason an act is performed concerns

the end of the act, the second determinant of morality.

The second

most important circumstance involves the question "what."

What was

done concerns the object or the act itself, the first determinate of
morality.

The other circumstances surrounding an act vary in impor

tance in prooortion to their closeness to these first two circum
stances.
Circumstances can qualify the goodness of an act.
not every circumstance changes the goodness of an act.

However,

Thus the

circumstances which are not relevant to the morality of an act need
not be discussed in evaluating the goodness or malice of an act.
For example, the circumstance of time may not be relevant.

Whether

an act was committed at eight o'clock in the morning or three o'clock
in the afternoon may not be relevant to determine the goodness or
evil of the act.

The discussion of this circumstance may consequently

be omitted when it is not relevant.

But all relevant circumstances

affecting the morality of an act must be considered in determining
the morality of an act.
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For a human act to be good all three elements of the act:
the object, the end, and the other circumstances, must be in con
formity with reason and therefore good.

But a human act is evil or

wrong if any of the three elements is evil, that is, if any of the
three elements is against reason.

A moral act cannot be both good

and evil.
To determine the goodness or evil of a human act, one must
compare its essential elements to some standard.

The Thomistic

standard of morality is discussed next.

The Standard of Morality:

Human Reason

The elements of a human act have been examined.

To determine

the total morality of the act, one must analyze these three elements
of a human act against a standard of morality.

St. Thomas proposes

the following as the standard of moraltiy or the rule to be used to
determine the rightness or wrongness of an act:
Now in those things that are done by the will, the
proximate rule is the human reason, while the supreme rule
is the eternal law. When, therefore, a human act tends to
the end according to the order of reason and of the eternal
law, then that act is right; but when it turns aside from that
rectitude, then it is said to be a sin. Now it is evident,
from what has been said, that every voluntary act that turns
aside from the order of reason and of the eternal law is evil,
and that every good act is in accord with reason and the
eternal law. Hence it follows that a human act is right
or sinful by reason of its being good or evil.^
In Thomistic philosophy the ultimate standard of morality is
eternal law.

Eternal law, which is the ultimate source of all laws,

21lbid., p. 360.
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is God's will ruling the universe.

Eternal law is the moral standard

in the religious section of St. Thomas' philosophy.

In his ethics

the proximate standard of morality is human reason.

The standard of

human reason is always in accord with eternal law in judging an act
right or wrong.
Reason, as the first principle of human acts, dictates that
some things are to be shunned and some things are to be sought.
things to be shunned and sought vary by different degrees.
to be sought, some are to be sought more than others.

The

Of things

The more any

good is to be sought, the more the opposite evil is to be shunned.^2
Reason insists that it is better to concentrate on pursuing particular
goods rather than on avoiding particular evils.
principle of practical reason is as follows:

St. Thomas' first

"Good is to be done and

pursued, and evil is to be avoided.
Reason directs human acts by use of a syllogism.

A syllogism

takes a universal proposition based on reason and proceeds to a con
clusion.

The practical syllogism is explained in a later section.
The goodness of an act is determined by its conformity with

human reason.

An act is evil or wrong if it goes against reason.

Gilson in Moral Values and the Moral Life explains St. Thomas' view
of goodness and reason.

Human or good actions are ones in which

their object is suitable for the nature of man.

And the nature of

22Morris Stockhammer (ed.), Thomas Aquinas Dictionary
(New York: Philosophical Library, 1965), p. 160.
^Grisez, loc. cit.
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man is in reason.
it obeys reason.24

An act is called "human" or "moral" insofar as
in moral acts, to follow reason denotes being

guided in the direction of the end which reason establishes and to
employ the means which are in accord with the nature of this end.
So the goodness of a willed act depends substantially on the goodness
of its purpose or its end. The human act is a rational act.

Con

formity to reason and eternal law determines its goodness as the
standards of morality of the act.^-*
St. Thomas’ definition of reason given above is very general.
It states that some things are to be sought and some avoided.

Reason

dictates that man should use an object for its natural end or purpose.
Any being or entity has at least one purpose or reason for
existence.

This purpose fulfills the nature of this object.

For

example, the purpose of food is to be eaten to prevent starvation
and death.

So when an act is in accordance with its nature, it is

being used or pursued in accordance with its reason for existence.
If it is in accordance with its nature, then it is in accordance
with reason, the standard of morality.
St. Thomas' definition of good given above is defined in
termsof reason.
this study.

Good, right,

and moral are used interchangeably in

Evil, wrong, and immoral are also interchanged.

Human reason is the standard of morality to guide human

^Etienne Gilson, Moral Values and the Moral Life, trans.
Leo R. Ward (Hamden, Conn., The Shoe String Press, Inc., 1961),
p. 82.
25ibid., pp. 82, 87, and 90.
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actions.

Virtues are habits of good actions by which one carries

out this standard of morality.

One of these is the virtue of

prudence.

Prudence
Of the four cardinal virtues:

prudence, temperance, for

titude, and justice; two have relevance for this study.

They are

prudence and justice.
Prudence is right reason applied to action.
mines the means to attain the end of an act.
are many and varied.

Prudence deter

The means to an end

Prudence is a habit by which one reasons to

the right conclusions in moral decisions.

It applies universal

principles to particular conclusions in practical matters.

The use

of the practical syllogism with which prudence is concerned is dis
cussed in the next section.
Conscience is a tool of prudence.
conscience applies knowledge to action.
individual and his moral actions.

As a dictate of reason,
Prudence concerns only one

Prudence does not concern one

person's relation with others, which is the realm of justice.

The Practical Syllogism
The practical syllogism is an analytical tool one uses in
making a moral choice.
ments:

The syllogism involves at least three state

a major premise, a minor premise, and a conclusion.

The

major premise is some universal proposition telling one to do and
pursue good and to avoid evil.
Prudence determines the means to the general end of doing
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good.

The minor premise deals with particulars.

It applies the

universal proposition to the particular case at hand.
premise involves a statement of fact.

The minor

Through prudence one reasons

to a right conclusion in the syllogism.
St. Thomas gave the following example of the use of the
practical syllogism:
Universal Proposition:

It is wrong to kill one's father.

Particular Proposition:
Singular Proposition:

This man is my father.
It is wrong to kill this man.

Ignorance of either of these two propositions:

the univer

sal principle, which is a rule of reason, or, the particular prop
osition; could lead one to kill one's

f a t h e r .

26

Justice
Justice is one of the four cardinal virtues.
based on the term "just."

"Just" means right, and right implies a

relation among men or things.

A relation concerns the manner in

which one thing is connected to another thing.
is equality.

Justice is

One primary relation

Equality is a first principle in mathematics and as

such is too basic to be defined.

"One plus one equals two" is the

starting point in the process of addition.
in a buying and selling contract.

Equality is also observed

If someone buys something from

another, one transfers to the other an amount of money equal to the
value of the object transferred.^

26pegis, op. cit., p. 624.
27l5ourke, °P* cit., p. 327.
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Justice, as defined by St. Thomas, is a habit where a man
gives to each one his due or right by a constant and perpetual will.
Justice must be done with a constant and perpetual will.

It does not

satisfy the conditions of justice that one wishes to observe justice
in some particular matter for the time being and not in other matters.
Justice must be observed at all times and in all

c a s es .

^8

Justice directs man in his relations with other men.
are two types of interrelationships among men.

There

The first type

includes one's relation with another individual.

The second type

concerns one's relation with others in general, as regarding the
common good of the community.

Law also directs to the common good.

Law^9

The concept of law plays an important role in St. Thomas'
philosophy of morality.

He defines laws as:

"...

an ordinance of

reason for the common good, made by him who has care of the community,
and promulgated.

28xhe "Summa Theologica" of St. Thomas Aquinas, Part II,
Second Part, Second Number (Q.Q. XLVII-LXXIX), trans. the Fathers of
the English Dominican Province (London: Bums Oates & Washboume,
Ltd., 1929), p. 115.
2^The discussion in these sections on law has been taken
mainly from translations of St. Thomas' discussion of law in his
Summa Theologica. One translation of Aquinas' discussion on law is
contained in Anton C. Pegis (ed.), Basic Writings of Saint Thomas Aquinas,
Vol. 2 (New York: Random House, 1945), pp. 742-978.
3®Dino Bigongiari (ed.), The Political Ideas of St. Thomas
Aquinas (New York: Hafner Publishing Company, 1953), p. 9.
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The Kinds of Law
The table on this page helps explain the typology of law
according to a Thomistic scheme.
to their immediate author.

Laws can be classified according

Divine law has God as its author.

author of human law could be the Church or the State.

The

Law classed

according to their duration could be termed "eternal" or "temporal."
Laws can be promulgated or made known in two ways: internally or
externally.

Man intrinsically apprehends natural law.

is eternal law as apprehended by human reason.
in which law is made known is by positive laws.
nounced by a positive act of a legislator.

Natural law

The second manner
These laws are pro

Laws enacted by Congress

are examples of positive laws.

Table 2
Thomistic Classes of Law

Classification

Subclasses

Their Immediate Author

1.
2.

Divine - God
Human - Church or State

Their Duration

1.
2.

Temporal
Eternal

Their Manner of Promulgation

1.
2.

Natural
Positive

Source:
Paul J. Glenn, Ethics:
(4th ed.; St. Louis, Missouri:
pp. 77-78.

A Class Manual in Moral Philosophy
B. Herder Book Company, 1934),
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The Essence of Law
Law is a rule and measure of actions in which man is induced
to act or restrained from acting.
acts is reason.

The rule and measure of human

Reason is the first principle of human acts, since

it belongs to reason to direct to the end.
reason:

speculative and practical.

There are two types of

Speculative reason deals with

those things which must be understood.

Practical reason deals with

those things which must be done, for example, human actions.
In addition to requiring that law pertain to reason, Aquinas
stated that law is always directed to the common good.

The first

principle in practical matters, which are the object of practical
reason, is the last end.

The last end

of human life is happiness.

So, law must consider the

relation to universal happiness.

Since

universal happiness implies the common good, law is ordained to the
common good.

Any rule is law as far as it regards the common good.

The common good is, in effect, a primitive term in St. Thomas'
philosophy.
A law regards the order of the common good.

To order any

thing to the common good belongs either to the whole people or to
someone who is the ruler of the people.

Therefore, not just any man

can make laws, but only a person who is responsible for the care of
the community.

A law is in a person, not only as in the one that

rules, but also by participation as in the one that is ruled.
In order that a law obtain
to a law, it must be made

the

known to the

binding force which is proper
men who are to be ruled byit.
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Law must be promulgated to its subjects.
The four essential elements of law are
definition of law as

combinedinto the

. . a n ordinance of reason for the common

good, made by him who has care of the community, and promulgated."3^
Every law aims at being obeyed by those who are subject to
it.

It is evident that the proper effect of law is to lead its

subjects to their proper virtue.

Since virtue is that which makes

its subjects good, the proper effect of law is to lead its subjects
to a way of life that is good.

The intention of the lawgiver is

fixed on true good, which is the common good.
Three types of law:

eternal, natural,

andhuman, are

discussed in the following sections.

Eternal Law
St. Thomas gave as the ultimate standard of morality,
eternal law.

But for purposes of this study his proximate standard

of morality, human reason, is considered more relevant.

It is still

important to understand Aquinas' concept of eternal law since human
reason is based on eternal law.
Eternal law is the system of divine government.

It is a

type of divine wisdom directing all actions and movements.
law is known to man as follows.
in itself and in its effect.

Eternal

A thing may be known in two ways:

For example, the effect of the sun is

known by feeling the sun's rays.

St. Thomas stated that no man can

31Ibid.
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know eternal law in itself in this life, but every rational creature
knows eternal law by its effect.

Every knowledge of truth is a

reflection and participation of the eternal law, which is the unchange
able truth.

All men know the truth to a certain extent, at least as

to the common principles of the natural law.

By knowing any truth,

one knows of eternal law.
Since eternal law is the plan of government by the Chief
Governor, God, all plans of government by lesser governors must be
derived from eternal law.

Consequently, all laws, insofar as they

reflect right reason, are derived from eternal law.
The next type of law to be discussed is natural law.

Natural

law is a bridge between eternal law and human law.

Natural Law
Natural law is something that is appointed by reason.

The

rules of natural law relate to practical reason as the first prin
ciples of demonstration relate to speculative reason.

Both are self-

evident principles.
The first indemonstrable principle of the speculative reason
deals with things to be understood.

It states that the same thing

cannot be affirmed and denied at the same time.

This principle is

based on the notion of being and non-being, on which all other
principles are based.
same time.

A thing cannot exist and not exist at the

St. Thomas explained:

. . . . Now as being is the first thing that falls under
the apprehension absolutely, so good is the first thing that
falls under the apprehension of the practical reason, which
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is directed to action (since every agent acts for an end, which
has the nature of good). Consequently, the first principle in
practical reason is one founded on the nature of good, viz.,
that good is that which all things seek after. Hence this is
the first precept of law, that good is to be done and promoted,
and evil is to be avoided. All other precepts of the natural
law are based upon this; so that all the things which the
practical reason naturally apprehends as man's good belong to
the natural law under the form of things to be done or avoided.^
Thus in any human act man is seeking after the good.
in pursuit of what he perceives as good.

He acts

Even when a person commits

a murder, the agent is still acting in pursuit of what he considers
to be good.

For various reasons a person's perception of what is

good may have become distorted.
The good has the nature of an end.

All those things to which

man has a natural inclination are naturally apprehended by reason as
being good.
good is evil.

These good things are to be pursued.

The contrary to

These things are objects of avoidance.

Thus, the

order of natural law is according to the order of natural inclina
tions .
Man has, first of all, an inclination to good in accordance
with his common nature with all substances, namely, the preservation
of its own being.

By reason of this inclination, whatever is a means

of preserving human life and of warding off its obstacles belongs to
natural law.

Second, man has an inclination to things that pertain

more specially to him, according to the nature which he has in common
with other animals.
spring.

Examples are procreation and education of off

These things belong to natural law, which nature has taught

32pegis, op. cit., p. 774.
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to all animals.

Third, there is in man an inclination to good

according to the nature of his reason.

Man has a natural inclination

to know the truth about God, to live in society, to shun ignorance,
and to avoid offending those with whom one has to live.
from the first principle of natural law:

These flow

that good is to be done

and pursued and evil is to be avoided.33
A change in law may happen in two ways:
subtraction.

by addition and by

A change may occur in the natural law by addition.

Addition leaves the previous law unaltered, but adds to this body
as things which benefit human life are added or expanded.

Sub

traction, which would take away a common principle of natural law,
cannot occur.

Natural law is unchangeable in its first principles.

A change may occur in the conclusions from first principles of
natural law, but not in its first

p r i n c i p l e s .

34

Human Law
Man has a natural aptitude for virtue.

However, its per

fection must be acquired by man by means of some kind of training.
Man needs to receive this training from another.
Some men are found to be depraved and prone to vice and not
easily amenable to words.

To live in society it is necessary that

these men be restrained from evil by force and fear.

This kind of

training which compels through fear of punishment is the discipline

33ibid., pp. 774-775.

3^Ibid., p. 779.
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of laws.
St. Thomas said that it is better for all things to be
regulated by law than left to be decided by judges.

It is easier

to find a few wise men to frame laws than to find the many necessary
to judge correctly in each single case.

It is also easier for law

makers to see what is right by considering many instances as a
general law than it is for judges by considering each individual
case.

The third reason for general laws is that lawmakers judge in

the abstract and consider future events.

Judges consider present

things which can be affected by emotions such as love, hatred, or
some other inordinate desire which can influence their decisions.
The force of law depends on the extent of its justice.

In

human affairs a thing is said to be just from being right according
to the rule of reason.
or natural law.

The first rule of reason is the law of nature

Therefore, every human law has just so much of the

nature of law as it is derived from the natural law.

If it deflects

from the natural law at any point, then it is no longer law but a
perversion of law.

Variety in Human Law
A great variety of human affairs exists— customs, attitudes,
and other experiences.
around the world.

Their meanings vary with different peoples

Because of these differences, the general prin

ciples of natural law cannot be applied to all men in the same way.
Consequently, a diversity of human laws arises among various people.
Some crimes receive different degrees of punishment.

Some actions
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are excused by one society but are considered crimes in others.
A question arises as to whether the letter of the law must
be observed in every case.

The next section discusses this matter.

The Letter of the Law
Every law is directed to the common good and derives the
force and nature of law accordingly.
every single case.
frequently.

The lawgiver cannot have in mind

He shapes the law according to what happens most

He directs his attention to the common good.

If a case

arises where the observance of the law would be harmful to the general
welfare, the law should not be observed.

So the letter of the law

may be put aside in some cases.
St. Thomas adds that not everyone has the right to decide
what law may be set aside.

Someone in authority must be the one to

make such a decision for the common good.

However, if the danger to

the common good is so immediate that there is no time to seek the
proper one in authority, then in such an emergency, others may dis
pense the law.

Setting aside human law in certain cases occurs

because laws are formed for the general case and do not consider every
conceivable occurrence which may affect the general case.

Changes in Human Law
Human law is a dictate of reason which directs human acts.
Changes in human law occur because of advances in human reason and
because of changes in man.

Changes on the part of reason occur

because it is natural for human reason to advance gradually from the
imperfect to the perfect.

In the speculative sciences earlier
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theories about the universe have been proven incorrect and discarded.
The same happens in practical matters which is the realm of the
practical reason.

Some institutions are set up.

If they later are

determined to be against the common good, then they are discarded
and replaced with ones that are in the general welfare.
The second change in human law occurs because of the changed
condition of man, whose perfection toward virtue varies.

For example,

Augustine gave the example that if people have a sense of responsi
bility and moderation, it is right to enact a law to allow the people
to choose their own rulers.

But if, as time goes on, these people

become corrupt and start selling their votes and entrusting the
government to those who are not ruling for the common good, then the
right to elect their public officials would be forfeited.

The choice

of public officials would be handed over to a few good men.^5
All law proceeds from the reason and the will of the law
giver.
God.

Divine and natural law proceed from the reasonable will of
Human law proceeds from the will of man regulated by human

reason.
In practical matters human reason may be made manifest not
only by speech but also by deeds.

Law can be changes by actions, if

they be repeated so as to make the action a custom.

These external

actions are assumed to be an outward manifestation of the inner
thoughts of the people.

For when a thing is done again and again,

it seems to proceed from the deliberate judgment of reason.

35Bigongiari, op. cit., p. 79.
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custom has the force of law, abolishes law, and is the interpreter
of law.
Natural law cannot be changed, as explained in a previous
section.

But human law can be changed.

Eternal, Natural, and Human Law
The natural law is a participation of the eternal law.

It

endures without change because of the unchangeableness and per
fection of divine reason, the Author of nature.
is changeable and imperfect.

But the human reason

Its law is subject to change.

Natural

law contains certain universal principles which are everlasting;
human law contains certain rules which vary according to various
conditions.
Law bridges the gap between the mind of God and the personal
consc i en c e.

36

The difference between natural law and human law is

that in natural law certain things are right and therefore commanded.
In human law certain things are commanded and therefore right.3?
The discussion of the concept of law completes the discussion
of the parts of Thomistic ethics that are considered relevant to this
study.

The next section explains the relation of Thomistic ethics to

a code of ethics for accountants in industry.

36st. Thomas Aquinas Summa Theologiae, Vol. 18, Principles
of Morality, la2ae, 18-21, trans. Thomas Gilby (Cambridge, Massa
chusetts: Blackfriars, 1966), p. 164.
37Ibid., p. 128.
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Relation of Thomistic Ethics to This Study
In order to develop a code of ethics one must understand the
field of ethics.

The nature of an ethical act and its relation to

a standard of morality must be understood.

Exploring the ethical

literature, one finds many conflicting schools of ethical thought.
Therefore, to base any study on an ethical philosophy, one must
either choose among the many varied ethical schools or develop his
own ethical philosophy.

This study assumes Thomistic ethics.

Human Acts and the Standard of Morality
The basis of St. Thomas Aquinas' ethics develops from a
human or moral act.

He described a moral act as a voluntary action.

One must evaluate the action itself, the end or purpose of the act,
and the other circumstances surrounding the act to determine its
morality.

These three elements must be compared to the standard of

morality.

In Thomistic ethics this standard is human reason.

An

act is good or moral if all three of its elements are in accord with
human reason.

An action is evil or wrong if any one of its three

elements is against reason.
From this definition of a moral act, one can see that the
vast majority of actions performed by people have moral implications.
An industrial accountant and his professional activities are no
exceptions.

The mere act of arriving one-half hour late for work has

moral implications.

When one looks at the act itself, one could say

that being late for work deprives his employer of a full day's work
and is contrary to justice.

But one must look at all three elements
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of a human act: the act itself, the end or purpose of the act, and
any other circumstances that affect the morality of the act; before
one can determine its rightness for the agent involved.

So no con

clusion can be drawn by only looking at the act itself.
This study considers ethical problems of industrial account
ants.

The total ethical act must be evaluated to determine its

rightness for the agent.

In evaluating ethical problems in this

study, it is necessary to set up a general act and analyze this
general act.

In other words, it is not feasible to enumerate every

conceivable circumstance that could occur.
is of a general nature.
for general cases.

Therefore, the analysis

St. Thomas explains that laws are formed

Similarly, selected ethical problems of industrial

accountants are discussed in a general case format with an analysis
of relevant circumstances for the general case.

Prudence and the Practical Syllogism
An individual in making a moral decision analyzes each
ethical act.
actions.

He acts prudently when he applies right reason to his

He acts imprudently when he goes against reason.

In

making a decision, whether conscious of it or not, one uses the
framework of the practical syllogism in making his choice of action.
Several ethical problems of industrial accountants are analyzed
through the framework of the practical syllogism in this study.
Major and minor premises are identified, along with conclusions
about the morality of the act.

These examples serve as models for

analyzing all ethical problems of accountants in industry.

R eproduced w ith perm ission o f the copyright owner. Further reproduction prohibited w itho ut perm ission.

57

Justice
The Thomistic concept of justice concerns one's relations
with others.

In any work environment one constantly comes in contact

with other people:

his employer, his fellow workers, and others.

In professional activities one must consider, for example, one's
relations to the public and to fellow accountants.
justice

canhelp guide these interrelationships.

The virtue
Justice requires

that one give others what is due them.
For example, an industrial accountant has a duty, as is
explained in the next chapter, to be loyal to his employer.

He must

not divulge confidential information to his employer's competitors.
This action may be analyzed as follows:
(1)

The act itself:

Divulging confidential information.

(2)

The end of the act:

For the personal profit of the
accountant.

(3)

Other circumstances which affect the act:

This action is set up as a general case.
relevant to this general case.

None.

No other circumstances are

This act can be placed into the

practical syllogism as follows:
(1)

Major Premise:

Justice involves giving another his due.

(2)

Minor Premise:

An industrial accountant owes to his
employer a confidential relationship.

(3)

Conclusion:

It is wrong for an industrial accountant
to divulge confidential information.

Thus by analyzing the ethical act using Thomistic ethics as the basis
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of morality, one can conclude what action is right for the agent.

Law
St. Thomas defined law as an ordinance of reason for the
common good, made by one who has care of the community, and made
known to its subjects.

Human law is one type of law.

Law is for

mulated to guide men to lead virtuous lives.
A code of ethics is also designed to guide its members to
acceptable behavior.

It sets minimum standards of conduct for the

common good of the profession.
professional society.

It is formulated by the members of a

A code of ethics is made known to its subjects

through publications which are disseminated to the members of the
profession.

From this discussion one can see

that St. Thomas' con

cept of lawbears a direct parallel to a code of ethics for an
organization.
Only minor differences exist between the concept of law and
a code of ethics.
he meant

First, when St. Thomas spoke of the common good,

the general public.

A code of ethics is developed to

govern a private group of individuals.

Its rules are not applicable

to the general public.
A second minor
Thomas, are

difference occurs.

Laws, according to St.

formulated by those who have care ofthe community.

In

a democratic society laws are made by officials who are elected by
the general public.

A code of ethics of an organization is self-

imposed by the membership of the organization.

The code is generally

formulated by a committee on ethics which is either elected by the
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total membership or appointed by the elected officials of the organ
ization.

Therefore} laws are made by those who have care of the

community, and a code of ethics is made by a committee for the general
membership of an

organization.

A code developed by a committee illustrates another point
made by St. Thomas.
regulated by laws.

He said that it is better for things to be
It is easier to find a few wise men to frame laws

than the many people necessary to judge each single case.
A code of ethics is formed to guide the behavior of the
members of a group.

It helps to simplify decisions.

The approved

behavior patterns covering many ethical areas are contained in the
rules of the code.

By referring to the code, a member need not

repeat an analysis for each ethical situation contained in the code.
The individual can also use the code as a guide to situations not
contained in the

code.

A code should result in more consistent

ethical behavior

among members.If many people

analyze individual

situations, a less consistent pattern of behavior may result.
The following concepts in Thomistic ethics are considered
relevant to this study:
(1)

human acts and the standard of morality,

(2)

prudence and the practical syllogism,

(3)

justice, and

(4)

law.

Now that an ethical base for a code of ethics for accountants
in industry has been established, the next chapter examines ethical
problems of accountants in industry.
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Chapter 3

ETHICAL PROBLEMS OF ACCOUNTANTS IN INDUSTRY

A discussion of the nature cf industrial accounting
begins this chapter.
discussed.

The development of a code of ethics is

Finally ethical problems of accountants in industry

are analyzed.

The Field of Industrial Accounting
Industrial accounting is beginning an era of professionalism.
In this move toward professionalization attention is focused on
industrial accountants and their relationship to the organization.
Management accountants function in a wide range of activities.

The

question of what is the accountant's ultimate responsibility must be
answered.

Finally, industrial accounting must meet a number of

criteria which mark a profession.
As was pointed out in Chapter 1, the classification of cor
porate accountants that is being used for this study is defined by
organizational membership.

A professional organization is necessary

as an instrument for informing its members of the existence of a
code of ethics.

This organization can generate pressures on its

members to conform to a code of ethics and thereby facilitate
enforcement of the code.

Any member of an organization which adopts

a code of ehtics is bound by that code.

This study is oriented

60
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toward a professional accounting organization such as the National
Association of Accountants (NAA). The NAA has a broad range of
members.

Anyone interested in the activities of the NAA can become

a member.^

Definition of Industrial Accounting
The field of industrial accounting (or management accounting)
is continually changing.
ment grows.

As business grows the needs of its manage

The types and composition of accounting information

which must fill that need also changes.
Business firms have different capabilities for handling the
financial informational needs of management.
process their accounting information manually.
computer complexes.

Some firms still
Others employ various

Because of the great variety of business firms

and their varying needs for financial information, it is impossible
to cover specifically every firm in any description of industrial
accounting.

Consequently, only a generalized discussion of the field

of management accounting as it exists today is given.
The third section of the June, 1963, issue of the NAA
Bulletin is devoted to the field of management accounting.

The

definition of management accounting in this bulletin is based on the
British definition.

Management accounting assists management for

policy-making and for the day-to-day operations of a firm. Management

3-National Association of Accountants, Personal Development
Through NAA, Brochure and Membership Application (New York: National
Association of Accountants).
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accountants communicate and interpret the accounting data for the
other members of management.

Management accounting includes the

participation by the accountant in the decisions of management and
the accompanying responsibility for the results.

The value of

management accounting is derived from the improved decisions of man
agement resulting from the accounting information.

Management

accounting includes reporting for external as well as internal
purposes. 2
This bulletin discussed the point that most definitions of
management accounting stress the internal reporting function,
stating:
However, management's responsibility does not end with
administering operations and reviewing the performance of its
subordinates. Top management also has a responsibility to
report to shareholders and creditors on the results of its
stewardship. In addition, financial reports must be made to
government agencies which administer tax laws and regulate
various business operations.^
The bulletin continued:

"In addition, during recent years the finan

cial operations and results of large companies having widely diffused
creditor and stockholder equities have come to be viewed as matters
of public interest."^
The interest that management accountants have in external
financial reporting can also be seen in the recent revisions of the
Accounting Principles Board (APB) into the Financial Accounting
Foundation.

The Board of Trustees of the Foundation has nine

2"The Field of Management Accounting," N.A.A. Bulletin, Vol. 44,
Section 3 (June, 1963), pp. 7-9.
^Ibid. , p. 8.

^Ibid., pp. 8-9.
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members:

the president of the American Institute of Certified

Public Accountants (AICPA), four other CPAs, two financial execu
tives, one financial analyst, and one accounting educator.

These

last four board members are selected from the following organiza
tions:

the Financial Executives Institute (FEI), the National

Association of Accountants (NAA), the Financial Analysts Federation,
and the American Accounting Association.^
Further support for including external reporting as part of
thefield of management accounting is obtained
The

from the newCMA exam.

Certificate in Management Accounting (CMA) exam started

in

November, 1972, included external reporting as one of the topics
covered in the exam.^
Thus, the external reporting function of accountants in
industry is an important part of the field of management accounting,
even though it is frequently underemphasized.
accounting is very broad.

The field of management

The functions of accountants in industry

as described in a later section shows the wide range of activities
which can be included.

The field of management accounting, as des

cribed in this study, includes essentially all accounting functions
in an organization.

The following section describes the accountant's

place in the organization.

^"Recommendations of the Study on Establishment of Accounting
Principles," The Journal of Accountancy, Vol. 133 (May, 1972),
pp. 66-71.
^"Certificate in Management Accounting Established by NAA,"
Management Accounting, Vol. 53 (March, 1972), p. 14.
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Accountants and Organization Charts
Accountants in a business firm serve the firm in many ways.
Accounting is a staff function.

The accounting department fulfills

an advisory role to the other departments in the firm.

The head of

the accounting department has line authority only over the members
in his own department.

The controller may also have functional

authority over certain projects or other policies which involve his
area of expertise.
The accounting department head generally is called the
"controller" or "vice president of financial affairs."

He is usually

a member of top management which is directly responsible to the
president of the corporation.

The president and the board of

directors are in turn directly responsible to the stockholders
(owners) of the business firm.
An accountant or bookkeeper at the lowest level in an
organization is directly responsible to his supervisor, who is in
turn responsible to his superior.

This pattern continues until the

controller of the corporation is reached.
As firms become more complex, decentralization of the
accounting function may occur.

In this pattern each division has its

own accounting department to serve its needs.

The controller of

each division may be directly responsible to the chief controller. In
other decentralized plans the controller of each division may be
responsible directly to the general manager in his division.
Accounting reports are prepared not only for stockholders
but also for potential stockholders, creditors, and others including
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the general public.

Potential stockholders use financial statements

in their investment decisions.

Creditors rely on financial statements

in determining the granting of funds.

Others in the general public

use financial statements in various ways.

Some firms in the U.S. are

so large that their activities affect not only the local community
but also the whole nation.

The financial conditions of such corpora

tions are matters of public interest.
An ethical problem of an industrial accountant is discussed
in a later section concerning conflicts between the desires of manage
ment and fair presentation of financial information for the users of
external financial statements.

To resolve this conflict the account

ant must decide with whom does his ultimate responsibility rest.
Accountants perform a broad range of services for the
organization.

In the next section a discussion of these activities

is presented.

Functions of Accountants in Industry
The functions of accountants in industry cover a spectrum of
duties.

Consequently, many authors describe industrial accounting

differently.

A description of industrial accounting by several

selected authors follows.

From these descriptions one can see the

nature of management (industrial) accounting.

One can also see the

wide range of activities which can be considered in the field of
management accounting.
Larry Killough in "Does Management Accounting Have A Theo
retical Structure?" described the essence of management accounting
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as the minimization of uncertainty surrounding decisions of manage
ment.

Basic underlying concepts include:

measurement, communica

tions, information systems, planning, feedback, control, and cost
behavior.

This 1972 article considers the content of the field of

management accounting as including:
1.

2.

3.

4.

5.

Foundation knowledge
a. Systems theory and accounting
b. Communication, measurements, and information concepts
c. Criteria development
d. Feedback and control mechanisms
e. Information systems
f. Accounting for management planning and control
g. Cost concepts and techniques
Cost determination for assets
a. Job order and process costing
b. Standard costing systems
c. Direct vs. absorption costing
d. By-product and joint-product costing
e. Cost allocation practices
f. Accounting for human resources
Planning
a. Strategic planning
b. Continuous planning
c. Investment decisions
d. Comprehensive budgets
e. Cost-volume-profit analysis
f. Problems of alternative choice
Management control
a. Responsibility accounting
b. Cost centers
c. Investment centers
d. Centralized vs. decentralized structures
e. Goal congruence
f. Transfer pricing
g. Performance reporting
h. Evaluation methods
Operating control
a. Internal control
b. Project control
c. Inventory control.^

?Larry N. Killough, "Does Management Accounting Have a Theo
retical Structure," Management Accounting, Vol. 53 (April, 1972),
pp. 21-22.
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Management accounting performs an essential function for the
firm.

This function involves recording and communicating the eco

nomic events in the firm, along with planning and controlling finan
cial activities within the firm.
Neil Churchill and Myron Uretsky in a 1969 article described
the purposes of management accounting as serving management by pro
viding information for use in making managerial decisions and for
control purposes.

Areas which affect the management accountant are

computer technology, analytical management models, management infor
mation systems, and the behavioral sciences.

The management account

ant prepares special analyses, consults on the financial implications
of decisions, along with other activities.

Accounting reports

influence the behavior of the users of these reports.®
The duties of the controller, treasurer, and internal auditor
are considered part of the field of industrial accounting.

The Finan

cial Executives Institute (FEI) in "Controllership and Treasurership
Functions Defined by FEI" split financial management into two cate
gories:

controllership and treasurership.

FEI listed the following functions:

Under controllership the

planning for control, reporting

and interpreting, evaluating and consulting, tax administration,
government reporting, protection of assets, and economic appraisal.
Treasurership duties included provisions for capital, investor rela
tions, short-term financing, banking and custody, credits and

®Neil C. Chruchill and Myron Uretsky, "Management Accounting
Tomorrow," Management Accounting, Vol. 50 (June, 1969), pp. 49-53.
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collections, investments, and i n s u r a n c e . ^

in this study the activi

ties of the treasurer as well as the controller are included in the
field of management accounting.
The internal auditor performs accounting functions which
are also part of industrial accounting.

Internal auditing was des

cribed in the "Statement of Responsibilities of the Internal
Auditor," which appeared in the September-October 1971 issue of The
Internal Auditor. This statement stated:

"Internal Auditing is an

independent appraisal activity within an organization for the review
of operations as a service to management.

It is a managerial control

which functions by measuring and evaluating the effectiveness of
other controls."^-®
The control aspect of internal auditing is further discussed
in the objective and scope of this statement.
The objective of internal auditing is to assist all
members of management in the effective discharge of their
responsibilities, by furnishing them with analyses, appraisals,
recommendations and pertinent comments concerning the activities
reviewed. The internal auditor is concerned with any phase of
business activity where he can be of service to management.
This involves going beyond the accounting and financial records
to obtain a full understanding of the operations under review.
The attainment of this overall objective involves such activi
ties as:
- Reviewing and appraising the soundness, adequacy, and
application of accounting, financial, and other operating
controls, and promoting effective control at reasonable cost.
- Ascertaining the extent of compliance with established
policies, plans, and procedures.

^"Controllership and Treasurership Functions Defined by FEI,"
Financial Executives, Vol. 36 (October, 1968), p. 22.
l°The Institute of Internal Auditors, "Statement of Respon
sibilities of the Internal Auditor," The Internal Auditor, Vol. 28
(September-October, 1971), p. 12.
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- Ascertaining the extent to which company assets are accounted
for and safeguarded from losses of all kinds.
- Ascertaining the reliability of management data developed
within the organization.
- Appraising the quality of performance in carrying out assigned
responsibilities.
- Recommending operating improvements.H
From this description of internal auditing, one can see the
duties of the internal auditor and other accountants in the firm
overlap.

For example, assisting management by furnishing them with

analyses is a duty of most all accountants in an organization.

The

overlapping duties of internal auditors, treasurers, controllers, and
other accountants is one of the reasons for not restricting this study
to any one category of accountants.
The various authors cited above show the wide variety of
activities which can be included in management accounting.

This wide

range of activities previews the difficulty of developing a code of
ethics for such a broad group.

The functions of management account

ants in this study are considered to include all these activities.
The field of industrial accounting in this study is considered in its
broadest view.

This broad view is taken because it would be nearly

impossible to consistently split accounting functions by job titles.
The field of management accounting can probably best be summed
up by the format of the examination for a Certificate in Management
Accounting (CMA). The CMA exam is divided into the following four
parts:
Part I Managerial Economics and Business Finance
Economic Environment of Business

Hlbid.
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Supply and Demand Analysis
Pricing Theory
Competition
Sources of Corporate Capital
Acquisition Cost of Capital
Capital Structure— Debt vs. Equity
Financial Flexibility
Part II Organization Theory, Motivation and Communication
The Management Process
Business Functions
Organization Structure
Human Behavior in Organizations
Communicat ion
Part III Accountability and Disclosure
Internal Control (Custodial)
External Reporting
Tax Accounting and Reporting
Financial Statement Analysis
Part IV Management Accounting for Planning and Control
Planning Concepts and Techniques
Long Range Profit Planning
Annual Profit Planning
Product Costing
Financial Modeling
Control Concepts and Techniques
Standards for Costs and Revenues
Budgets
Variance Analysis
Capital Investment Analysis
Use Cost of Capital
Economic Evaluation of Capital Investments
Controlling Capital Expenditures
Financial Analysis
Costs for Decision Making
Cost Behavior
Mathematical Techniques
Performance Measurement
Transfer Pricing
Measurement Techniques^
From the above list one can see the nature of management accounting.
These areas vary in importance in different business firms.
also change as the needs of management change.

They

The range of indus

trial accounting includes the functions of the bookkeeper to the

^"certificate in Management Accounting Established by NAA,"
op. cit., pp. 14 and 64.
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chief financial officer.

No survey of management accounting would

be complete without examining an accountant's ultimate responsibility.

The Accountant's Ultimate Responsibility
The question regarding the accountant's ultimate responsi
bility can be viewed in different ways.

Some would say that the

accountant in industry is only responsible to his immediate superior,
who represents the management of the firm.

Others would say that

the accountant's responsibility extends beyond management to the
stockholders of the firm.

Still a third view would state that an

accountant is additionally responsible to the general public as users
of the external financial statements of the firm.
The external auditor, the CPA, is responsible to the stock
holders and the general public.

But as C. W. Andersen pointed out

in the Bar Chris case not only the auditors and directors were con
victed, but also the chief financial officer of the company was
convicted for false and misleading financial statements.^-3 The
author of this study feels that to view the corporate accountant's
responsibility as existing only to the management of a firm would be
too limited a view.

If the industrial accountant can be held legally

responsible for false and misleading statements, one must conclude
that the accountant is also considered ethically obligated to out
siders other than management.

l^c. W. Andersen, "The Profession We Serve— Business Objec
tives and Professional Ethics," The Australian Accountant, Vol. 39
(October, 1969), p. 449.
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The author of this study views that the ultimate responsi
bility of any accountant is to present accounting information truthfully
and fairly. Truth is a difficult word to define.

Some might even con

sider the term a primitive, that is, undefinable.

For this study

the term "truth" means "in reasonable conformity with reality."

In

any activity which an accountant performs he should strive to report
the facts as clearly as possible so they conform to the real essence
of the situation.

The term "fairly" is generally regarded in

accounting terminology as congruent with the term "truthfully."
When one considerd the ultimate responsibility to truth, then
the relationship between the accountant and management can be
explained.

An accountant's responsibility is to report or analyze the

facts with truth as his main objective.

Should there occur a conflict

between the desire of the management of the firm and the objective of
fair and truthful reporting to the stockholders and the public, then
the accountant appealing to his standard of truthfulness would be
able to choose truthfulness to the stockholders as his decision course.
The field of management accounting has been examined.

Next

the criteria of a profession are examined to see if industrial
accounting meets these criteria.

The Development of a Code of Professional Conduct
There exists in the literature a call for the profession
alization of accountants in industry.
various elements of a profession.

The following section examines

The call for professionalization

of industrial accounting is expressed.

The development of a code of

professional conduct is a natural consequence of this desire for
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professionalism.

The difference between ethics and professional

conduct is discussed.

Service to the Public— Earmark of a Profession
For industrial accounting to >>e called a profession, the
criteria of a profession must be met, one of which is the element of
public service.

The extent to which the element of public service

is present determines the extent to which a group can be considered
a profession in the traditional sense of the word.

The call to

professionalization of management accounting discussed in a later
section makes reference to the public service provided by all
accountants.^

A parallel to some of the existing professions

illustrates the element of public service in each.

The Medical Profession
The medical profession is considered one of the oldest, if
not the oldest, of the professions.

This profession serves the

public by performing medical services to many patients.

Patients

select a doctor in whom they place their trust for relief of pain
and other medical services.
as the focal point.
responsibility.

The doctor considers the patient

"What is best for the patient" is his prime

Of course, if a patient had a communicable

disease, then the doctor would have to take the necessary steps to
protect the community.

l^Walter R. Flack, "Mutual Responsibilities of Certified
Public Accountants and Federal Government Accountants," The Federal
Accountant, Vol. 9 (March, 1960), p. 58.
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The internal accountant selects the "patient" for whom he
serves.

Typically, the internal accountant works for only one firm.

His thoughts concern what is best for the corporation (always keeping
within the bounds of his ideal of truth). He prepares reports and
analyzes data in a manner which will best serve the needs of the
corporation.

In general he sees the objective of serving the cor

poration as congruent with the objective of serving the stockholders
and consequently the public.

From the above discussion one can see

that the corporate accountant does not serve the public in the same
direct manner as the medical doctor.

In this respect the corporate

accountant could never receive the degree of professional recognition
as the physician.

The Legal Profession
The legal profession also can be compared to corporate
accounting.

The legal profession serves the public by performing

services for many individuals involved in legal proceedings.
individual seeks a lawyer to represent him in court.

The

The lawyer

presumably acts with the best interests of his client in mind.
Lawyers perform other services outside of court for clients, such as
estate proceedings and tax matters.
Again the corporate accountant does not serve the public in
the direct manner as do doctors and lawyers.

The public does not

seek out the corporate accountant to perform services.

Nor does the

industrial accountant have the multiplicity of clients as do doctors
and lawyers.

The corporate accountant typically has only one client,

the corporation.

The corporate accountant does not directly serve
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the large numbers of the public as do doctors and lawyers.

So

industrial accounting may never achieve the degree of recognition
as a profession that other professions have.

Certified Public Accountants
The parallel of certified public accountants illustrates the
manner in which corporate accountants can receive professional recog
nition.

Certified public accountants are one of the newest groups

to receive professional recognition.

Becoming a profession is an

evolutionary process, one which takes a constant striving to achieve
and maintain.

CPAs perform various services.

For purposes of this

comparison, these services are divided into two parts:

auditing and

other services.
In performing the audit function, the CPA has the objective
of evaluating the fairness of the presentation of the firm's finan
cial statements.

The firm is the CPA's direct client.

Yet, it is

the indirect clients, the third parties--the public as the users of
the financial statements— whom the CPA keeps uppermost in his mind.
The CPA has an ethical and legal responsibility to render an opinion
on the fairness of the presentation of the firm's financial position
to the public.

CPAs achieve professional recognition to the extent

to which they serve the public primarily through this audit function.
In other functions performed by the CPA the relationship to
the public is much more diffuse.

For example, he performs tax

services for the client, with the client as the main beneficiary.
Of course, the public benefits through the CPA's proper performance
in tax matters, as all citizens benefit when others pay their legal
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share of taxes.

So the CPA receives professional recognition in

accordance with the degree of public service he renders.
The corporate accountant performs functions that are similar
to the CPA's.

The primary difference in those activities leading up

to the audit function is that the corporate accountant is employed
by the firm and there exists an employer-employee relationship.

The

CPA, on the other hand, possesses an advisor-client relationship.
The CPA has an independent relationship with the firm which the cor
porate accountant does not possess because the corporate accountant
is generally considered part of the management team.

Industrial Accountants
Can the industrial accountant ever achieve professional
recognition?

Does he serve the public?

This author thinks so.

The Public as Clients
The corporate accountant typically serves only one firm,
whereas in other professions many clients are served.

This fact

alone does not deprive the industrial accountant of professional
status.

The accountant's prime responsibility, as discussed pre

viously, is to present accounting information truthfully and fairly.
In fulfilling this obligation to render truthful reporting, the
industrial accountant plays a part in the external reporting function
for which the CPA has achieved professional recognition.

The indus

trial accountant is responsible for recording events and preparing
the firm's financial statements.

So indirectly the corporate

accountant serves the public.
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It should be remembered that the CPA's relationship to the
public was indirect, yet professional recognition has been attained
by CPAs.

So, too, can the industrial accountant receive professional

recognition through an indirect relationship with the public.
The corporate accountant is responsible, both ethically and
legally, for financial statements which are not misleading.

This

was shown in the Bar Chris conviction of both the CPAs and the cor
porate accountant.

Consequently, the corporate accountant possesses

an indirect relationship with the public and can consider the public
as their indirect clients in the external reporting function of
industrial accountants.
The drive for professional recognition is a long and contin
uous struggle.

The field of industrial accounting in its drive for

professional recognition is in its infancy.
the early 1900's for the CPA profession.

It could be compared to

To some degree the extent

of public recognition corporate accountants receive will depend on
the extent of recognition which CPAs receive.

Performing Learned Skills
Is not the corporate lawyer or the corporate physician con
sidered a professional?
have selected.

These individuals serve a firm which they

But their professional recognition stems from serving

the public by upholding the ideals of their profession— by performing
their duties with the skill and knowledge which only one who has
undergone specialized training can possess.

So the second way in

which one can serve the public is by performing learned skills.
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In this way the industrial accountant serves the public by
performing accounting skills which are specialized and require
education and training.

Now that it has been established that the

corporate accountant does serve the public, a brief look at other
elements of a profession follows.

Other Criteria of a Profession
A representative list of the elements of a profession are as
follows:
(1)

public service,

(2)

a code of ethics,

(3)

specialized knowledge and training,

(4)

professional organizations to promote advancement,

(5)

professional journals to disseminate knowledge, and

(6)

others.

Public service was discussed in the previous section.
code of ethics is the object of this study.
requires specialized knowledge.
journals exist.

A

Industrial accounting

Professional organizations and

The NAA is one of these professional organizations;

Management Accounting is a monthly publication of the NAA.

Other

organizations and periodicals exist in the field of industrial
accounting.

The following section documents the call in the liter

ature for professionalization of industrial accounting.

Professional Recognition Needed
Earl F. Davis in "Professionalization of Private Accountants"
stated:

"The premise of this article is that if private accounting
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is to compete for the better talent, it must sell the points it has
and perhaps develop others, specifically professionalism."15
Walter R. Flack in "Mutual Responsibilities of Certified
Public Accountants and Federal Government Accountants" stated:
. . . . Only when one practices within standards, ethics,
and general social principles, having the public good as his
main objective, can he be said to be properly practicing a
profession. Certainly this over-all boundary for accountants
does not limit those who practice public accounting but
includes also those who are employees of private firms and
all agencies of the government.16
Robert H. Cojeen continued the theme that both private and
public accountants can be recognized as a profession.

In "The

Nonpublic Accountant Is Engaged in a Profession" he stated:
. . . . In the writer's opinion there is recognition of
accounting (public or private) as a profession: (1) whenever
the practitioner is qualified to provide a skilled, needed
service, and provides such service to the best of his ability
and (2) when the accountant has a professional attitude
toward his work, self-development, and the rewards for his
efforts.17
Turning to the NAA's November, 1970, issue of Management
Accounting, the "COMMENT" section stated:

"We believe a program

to 'professionalize' the field of management accounting is a
desirable objective of NAA."^-®

In addition to this comment, one

■^Earl f . Davis, "Professionalization of Private Account
ants," Management Accounting, Vol. 52, No. 5 (November, 1970), p. 49.
l^Flack, loc. cit.

l^Robert H. Cojeen, "The Nonpublic Accountant Is Engaged in
a Profession," NAA Bulletin, Vol. 42, No. 11, Section 1 (July, 1961),
p. 50.
■^"Management Accounting: A Profession?" COMMENT Section,
Management Accounting, Vol. 52, No. 5 (November, 1970), p. 3.
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of the objectives of the NAA as stated in the March, 1972, issue of
Management Accounting follows:

"To establish management accounting

as a recognized profession by identifying the role of the management
accountant, the underlying body of knowledge, and by outlining a
course of study by which such knowledge can be acquired . . . .19
The call to professionalization of management accounting
has been documented.

The development of a code of ethics is a

natural result of the desire for professionalism.

The recognized

professions, such as medicine and law, possess codes of ethics for
their members.

For industrial accounting to be recognized as a

profession, a code of ethics must be developed.
status is a goal which requires continual effort.

Professional
And once gen

erally recognized, it requires perpetual maintenance.

The field of

management accounting is beginning its climb on the mountain of
professionalization.

The Difference Between Ethics and
Professional Conduct
A review of codes of ethics of various organizations reveals
rules in the codes that are not matters of a moral nature.

Some

rules deal with such matters as etiquette and customs. These rules
aim to regulate members' behavior and do not involve the question
of justice to one's fellow man.

For example, the CPAs' code contains

a rule prohibiting advertising.

Interpretations of this rule

19"Certificate in Management Accounting Established by NAA,"
op. c i t . , p. 13.
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describe details of the appropriate manner to list one's name in a
telephone directory and on business stationery.

John L. Carey

pointed out that the AICPA termed their code "Rules of Professional
Conduct" and not "Rules of Ethics" because it contains both ethical
principles and matters which only deal with professional

courtesy.

20

The code to be developed in ths study is termed "A Code of Profes
sional Conduct for Accountants in Industry."

It contains both broad

moral principles and pragmatic rules prescribing professional
behavior.
Now that the field of industrial accounting has been
described, along with the place of a code of ethics in the drive for
professionalism, the next area to be examined concerns some of the
ethical problems of accountants in industry.

Ethical Problems of Accountants in Industry
An awareness of the existence and nature of ethical respon
sibilities of an accountant in industry is needed.
not a static discipline.
bilities are dynamic.

Accounting is

Consequently, an accountant's responsi

Though this discussion of ethical problems

is not intended to cover all possible areas, it is intended to pro
vide a basic understanding of the nature of an accountant's respon
sibilities.

This understanding should guide the accountant's actions

in areas not covered in this discussion.

20john L. Carey, "Professional Ethics in Accounting," Hand
book of Modern Accounting Theory, ed. Morton Backer (New York:
Prentice-Hall, Inc., 1955), p. 121.
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In discussing some of the following ehtical problems, it
will become apparent that some of the problems do not occur in
every phase of an accountant's duties.

Some problems occur, for

example, only in the external reporting function of the corporate
accountant and those activities which lead up to this reporting
function.

Some problems occur only in other phases of the work

performed by accountants.
Ethical responsibilities vary in their applicability to
accountants in industry according to the degree of responsibility
the accountant holds in the firm.
accountant,

For example, a higher-level

such as the controller, would by the nature of his

duties be bound by more of the rules in a code of ethics (have
more of the rules apply) than a lower-level accountant, such as
a bookkeeper.

The same is true of any code.

To the extent that

one's duties touch on the areas in a code, he is responsible to
that extent for each area.

For example, the rules in the CPAs'

code that apply to auditing would not be relevant to those CPAs
who only perform tax work.
The individual accountant only has control over his own
actions.
forms.

It is beyond his control what actions his superior per
For example, an accountant may prepare a report disclosing

a material fact that he feels is necessary for full disclosure.
If his superior or top management chooses to eliminate this item
of disclosure, then the first accountant is not responsible for
their actions.

He has fulfilled his ethical responsibilities by

originally disclosing the fact to his superior.

But there may come
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a time when silently complying with others' actions which one con
siders unethical will force one to make an ethical decision regarding
remaining with such a firm.

In this extreme case one must consider

whether he would want his name associated with such a firm.

He must

also consider whether legal action could be taken against him because
of his knowledge of such actions.
The following section contains broad principles which should
guide the accountant in dealing with ethical problems.

These prin

ciples serve as a basis for the other ethical problems discussed in
this chapter.

Broad Principles
Broad principles include reason, justice, prudence, truth,
competence, loyalty, and a professional attitude.

Reason

An accountant should use reason as his guide in making
ethical decisions.

As discussed in Chapter 2, human reason is the

Thomistic standard of morality.

In any moral decision reason should

guide one's choice in the correct course of action.

Justice

Justice is the hallmark of one's relations with his fellow
man.

It involves giving another his due.

The professional

accountant must act justly in relationships with others.

As dis

cussed in Chapter 2, justice governs one's relationships with his
fellow man.

It is the virtue which man should use as a guide in
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his relations with his employer, his fellow employees, other
accountants, the stockholders, the government, and the public.
Justice is derived from the standard of morality, reason, and is
consistent with it.

Prudence
Prudence was defined in Chapter 2 as right reason applied to
action.

Prudence is a habit by which one reasons to the right con

clusions in moral decisions.
moral actions.

It concerns the individual and his

An individual should apply prudence in arriving at

his moral decisions.

Truth
An industrial accountant's prime responsibility is to present
accounting information truthfully and fairly.

An accountant strives

to perform his work in a manner which truthfully, fairly, and accu
rately represents the facts of the situation or event.

One's con

science guided by reason coupled with professional judgment should
guide the accountant in performing his tasks.
objective.

He should always be

He should never let other considerations such as personal

financial gain sway his judgment from the course of truth.
Full disclosure of relevant, material facts is part of the
responsibility to truthful reporting by which accountants are bound.
As part of this requirement to truthful reporting, it may be necessary
to disclose in written form additional material facts of a financial
or nonfinancial nature.

Footnotes to the financial statements or

disclosure in other appropriate forms may be necessary when significant,
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relevant information is not presented in the body of the financial
statements.

Competence
The professional accountant should perform his work com
petently.

Competence is an important, if not the most important,

part of one's professional attitude.

It is the basis for the

development of technical standards of a profession.

Competence is

attained initially through training such as education and on-thejob training.

Education must be continual.

Reading professional

journals, research, active participation in professional organ
izations, continuing education, professional courses and conferences,
and other means are necessary for the accountant to assure those he
serves that his work utilizes the latest knowledge and techniques
available.

Loyalty
An accountant owes loyalty to his employer.

Loyalty is

part of the realm of justice, since it concerns dealings with others.
It is a more specific application of the principle of justice.

Both

an employee and an employer have certain actions expected of each
other that commonly accompany the employment agreement.

An account

ant is in a position of trust in an organization— more so than the
average employee.

An accountant by the nature of his work comes into

contact with confidential data.

He is trusted to maintain a con

fidential relationship with his employer.

The concept of loyalty

also embodies responsibilities of the employer to the employee.
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example, the employer cannot expect an employee to perform acts that
are illegal.

The concept of loyalty is a broad principle which is

the basis covering such areas as confidential relationship and
conflict of interest.

Personal Qualities and Professional Attitude
An industrial accountant should possess personal qualities
such as character, integrity, honesty, and others which contribute
to his professional attitude.

These characteristics are traditionally

associated with professional men.

These character traits contribute

to the improvement and growth of the individual, the accounting pro
fession, and society in general.

The professional accountant should

strive to maintain and improve these personal traits.

He should

encourage those around him and those under him to possess these
traits by his example.

No Discreditable Acts
An accountant should not perform acts which are discreditable
to his employer or the accounting profession.

Any violation of the

principles of professional conduct would be considered a dis
creditable act.

So in this sense this statement is redundant.

But

there are always areas which are not covered specifically by any
enumerated principle.

This statement serves as a '’catch-all"

principle.

Relation of the Accountant to the Finn
The firm should not be thought of as a nonentity.

It is an

organization of stockholders who entrust the financial assets they
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have contributed to the firm to the management and board of directors.
So when an accountant is performing his duties for management and/or
the board of directors, he is also performing them for the stock
holders of the firm.

Some of the more important ethical problems

concerning the accountant and the firm are the confidential rela
tionship, conflicts of interest, and illegal practices.

Confidential Relationship
An accountant should maintain a confidential relationship
with his employer.

If obligated by law or legal proceedings to

reveal facts, this relationship may be broken.
this confidential relationship to the firm.

Accountants possess

This involves not

revealing confidential information to others through his words or
actions.
The accountant also has a responsibility to see to it that
those under him understand the confidential relationship.

He ful

fills this obligation by explaining to his subordiantes the nature
of this confidential relationship.

In selecting employees for his

staff, whether they are fellow accountants or typists, he must be
careful to choose individuals who possess the moral character
required to keep this confidential relationship.
This confidential relationship holds even if the accountant
terminates employment with a firm.

An accountant may not reveal to

another employer (nor should this other employer ask) confidential
information of a previous employer.

Breaking this confidential

relationship not only violates the moral principles of loyalty and
justice, but also encourages stealing employees of competing
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firms.

This practice is demoralizing to the firms involved and to

business in general.

Facts that are not of public record and are of

a confidential nature must remain confidential.

An accountant who

would be tempted to reveal facts of a later employer would be wise
not to switch to firms which would tempt him to violate this con
fidence.
The following is an illustration of an ethical situation
which an accountant might face:
(1)

The act itself:

Divulging confidential information.

(2)

The end of the act:

(3)

Other relevant circumstances: None.

Personal gain.

This act can be placed in the practical syllogism using Thomistic
ethics as follows:
(1)

Major Premise:Justice involves givinganother

(2)

Minor Premise:

his due.

An accountant owes to his employer

a

confidential relationship.
(3)

Conclusion:

It is wrong for an accountant to break
this confidential relationship.

By analyzing this act using Thomistic ethics, one can arrive at the
conclusion.

It would be wrong for an accountant to break the con

fidential relationship with his employer by divulging confidential
information.

Conflict of Interest
An accountant should avoid situations which could conflict or
give the appearance of conflicting with the interests of his employer.
Before accepting employment with a firm, an accountant should reveal
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all financial interests, direct and indirect, to his prospective
employer.

This would permit the employer to analyze this factor

for conflict of interest before hiring the accountant.

The employer

may inform the accountant that he would have to divest himself of
certain holdings before accepting employment.

During employment the

accountant must not acquire financial interests which could be con
sidered in conflict with the interests of his firm.

Periodic state

ments may be required of all employees for management to analyze
this factor.
An accountant should not use the inside knowledge attained
during his employment for direct or indirect personal gain.

Con

fidential information is only for use in the business affairs of
the firm.

An accountant should not try to benefit by using this

inside knowledge in a way that would conflict or appear to conflict
with the interests of his employer or the profession.

The use of

inside information for personal gain is a breach of the confidential
relationship and consequently conflicts with the interests of one's
employer.

An accountant should not accept any gifts or other items

from suppliers, competitors, or others that could give the appear
ance of a conflict of interest.
An accountant should not own publicly-held stock in the firm
in which he is employed.

One reason for this follows.

Lack of

stock ownership is not intended as an attempt to make the accountant
independent of the firm, for the management accountant is usually
considered part of the management team.

What must be considered in

this issue is the appearance of conflict of interest to the public.
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As industrial accounting moves toward professionalism, the
public will scrutinize its standards and performance.

It might be

difficult to explain (1) how an accountant should not use the inside
knowledge attained during his employment for direct or indirect
personal gain and (2) how an accountant might not sell or buy stock
in his own company based on this knowledge.
Stock ownership is a common practice.
purposes:

It serves several

as a fringebenefit, as an incentive to better performance,

and as part of the total compensation package.

But surely it might

appear to the public that an accountant who owns a large portion of
stock in the firm might not reveal relevant, material facts that
could adversely affect his ownership.

Or it might appear to the

public that the accountant might trade in this stock in advance of
public notification of these adverse facts.
This provision of not owning stock is not intended to cover
a pension plan where a company buys its own stock and as part of a
retirement plan distributes stock to an acconntant.

Upon retire

ment the individual is no longer an employee nor would he continue
to have inside knowledge of the firm's activities.

This pro

vision is not intended to impugn accountants in publicly-held
firms.

But the appearance to the public of a conflict of interest

must be considered in evaluating this area.
The following example illustrates another ethical situation
and the use of Thomistic ethics:
(1)

The act itself:

An accountant accepting a gift from a
supplier

who

installs accounting

equipment.
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(2)

The end of the act:

(3)

Other relevant circumstances surrounding the act:
(a)

Personal gain.

The firm which installs accounting equipment pro
mises personal adding machines to key accounting
personnel as part of its promotional campaign.

(b)

Company policy prohibits employees from accepting
gifts from suppliers.

(c)

Accepting the gift might bring adverse publicity
to the accountant and the firm if made known to
the public.

This act can be analyzed using Thomistic ethics in the syllogism as
follows:
(1)

Major Premise:

An

accountant should be loyal to his

employer.
(2)

Minor Premise:

An

accountant should avoid situations

which could conflict or give the appear
ance of conflicting with the interests of
his employer.
(3)

Conclusion:

It is wrong for an accountant to accept
such a gift from a supplier.

Since

company policy prohibits employeesfrom accepting gifts from

suppliers, it would be a breach
accept this gift.

of loyalty for an accountant to

Also, the possibility of adverse publicity should

lead the accountant to recognize that it would be wrong to accept
such a gift.
An accountant faces many other ethical situations.
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analyze each with the use of the syllogism as shown in previous
examples.

The use of the syllogism is not illustrated as

each ethical situation is discussed in this study since it would
become too repetitious to do so.

These examples serve as models.

Illegal Practices
An accountant should dissociate himself from a firm or
employer involved in illegal or dubious practices.

A decision must

be made regarding employers whose activities are of such a nature
as to involve illegal practices.

Since an accountant's reputation

is based on trust, an accountant who is employed by an entity
involved in illegal practices places his reputation in danger.

It

is theoretically possible for an accountant to perform his respon
sibilities in such a situation.

But by nature of his association

with this employer, he places his reputation and consequently his
professional image in doubt.
Another situation concerns an accountant employed by a firm
which performs activities, though not specifically against the law,
are of a dubious nature. "Dubious" includes those areas which though
not against the letter of the law are against the spirit or intent
of the law.

It covers areas that if known would likely be subject

to litigation.
policeman.

Of course, the accountant is not a lawyer nor a

But an accountant must be prudent and decide whether he

would want to have his name associated with a firm brought to court
for such actions.

An accountant must consider if legal action could

be initiated against him since he had knowledge of such practices.
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A little foresight in such a case may be worth hundreds of hours of
hindsight.

An accountant in this situation must consider if his

association with this firm should be continued.

It may be in the

best interests of the accountant to resign from such a firm.
The above discussion of ethical problems of accountants and
their firms is not all-inclusive.

Other situations exist which the

accountant must analyze prudently.

The relation of the accountant

to other employees in the firm follows.

Relation of the Accountant to Other Employees
The relationship of the accountant to other employees in the
firm covers the confidential relationship, the flow of confidential
data, and subordinates and acting on behalf of the accountant.

Confidential Relationship
An accountant is responsible for his subordinates under
standing the confidential relationship.

This responsibility involves

explaining the nature of the confidential relationship to all sub
ordinates including typists.

The accountant must maintain his con

fidential relationship with the firm even when talking to fellow
employees.

He should not discuss confidential matters with other

employees who have no need of it in the course of their employment.
Even when discussing financial information with fellow employees who
are directly concerned with a particular matter, the accountant must
be prudent about such discussions.

For example, he should not be

careless by discussing such matters where outsiders might overhear
confidential facts.

Such an occurrence could be considered a
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violation of the accountant's confidential relationship, even though
it is violated indirectly.

The accountant should be on guard to

avoid such situation.
The accountant must also keep his confidential relationship
to his fellow employees.

In the course of his work the accountant

has access to confidential records, such as salaries, bonuses, and
performance reports of his fellow employees.

The accountant must

maintain this confidence and see to it that those in his employ
understand this confidential relationship.

Flow of Data
The accountant must also maintain controls over the flow of
confidential data from his department to other departments.

Reports

go to data processing, personnel, and other departments in the natural
course of business.

The accountant must make other department heads

and their employees aware of the confidential nature of this infor
mation.

Often other employees not directly in accounting departments

do not realize their obligations in these situations.

To fulfill

this responsibility some coding system may be necessary which would
stamp such documents as "confidential" to alert those who handle this
information.
A company-wide policy should cover all departments concerning
the disposal of confidential information.

The accountant is respon

sible for care being exercised in the disposal of waste paper and
computer runs containing confidential information within his depart
ment.

Care should be exercised in this area.

The use of a paper
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shredder or some other means may he necessary to protect the con
fidential nature of the information.

Subordinates Acting for the Accountant
An accountant should not allow those under him to perform
acts which he is not allowed to perform.

It would be unethical for

an accountant to encourage a subordinate to violate an ethical
principle binding on the accountant, though not binding on the sub
ordinate.

Relation of the Accountant to the Stockholders
An accountant's relationship to the stockholders of the
firm includes reporting information truthfully and conflicts between
the interests of management and the stockholders.

Report Information Truthfully
The accountant has a responsibility to the stockholders to
perform his duties in all areas to the best of his ability with
professional skill and knowledge.

He has a responsibility to present

truthfully and fairly financial information to the stockholders of
the firm.

He should strive to fulfill this responsibility to present

information in a manner which can be easily understood by those not
versed in technical accounting matters.
The accountant's responsibility to the stockholders permits
the accountant if called on in legal proceedings to answer questions
regarding confidential facts which he would not otherwise be allowed
to reveal.

The confidential relationship with the firm is ultimately
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for the stockholders' benefit.

If legal action were taken against

the firm's management, for example, for false and misleading state
ments, the accountant would be fulfilling his responsibility to the
stockholders of the firm by answering questions touching on con
fidential matters.

Conflicts
If there is a conflict between truthful reporting to the
stockholders and the desires of management, the accountant must
remember that his allegiance is to truthful reporting.

He must

prepare reports and financial statements according to his prime
responsibility of truthful reporting.

But he must remember that

financial statements are, in effect, performance reports on man
agement to the stockholders.

Interim financial statements that are

published but are not audited by the firm's CPAs depend on the
internal accountants and the management of the firm for their
creditability.

The accountant is not responsible for the actions

of his superior or management.

But if the conflict matter involved

is of such a serious nature, the accountant must access the
situation.

For example, repeated omissions of significant, material

items necessary for full and fair disclosure could be a reason for the
accountant to consider resigning from the firm rather than having
his name associated with such a firm.

Relation of the Accountant to the Public
As discussed previously, an accountant can serve the public
in two ways:

first, through truthful financial reporting, and
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secondly, through performance of his specialized skills.
The accountant in industry has an indirect relationship with
the public.

This indirect relationship stems from the external

reporting function of industrial accountants.

The general public

as users of financial statements may include potential stockholders
or credit grantors.
the firm.

The public may only have a general interest in

Some firms are so large that their activities affect a

large number of people either directly or indirectly by influencing
the courses of action of other firms.

The accountant has a respon

sibility to present truthfully and fairly financial information to
the public.

Relation of the Accountant to the Government
The accountant has a responsibility to present truthfully
and fairly financial information to governmental agencies.

He must

make himself aware of what information and forms are required and
file them as required.

He should seek to report information in a

clear and forthright manner.

In this function he must remember that

he is an advocate of his firm and not of the government.

But the

accountant should not "hide" relevant or material facts by confusing
or sketchy explanations.

Relation With Other Accountants
An accountant's relation with other accountants can be
divided into two areas:

CPAs and other accountants.
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With CPAs
The accountant should cooperate fully with the firm's CPAs.
The financial statements are the representations of the management
of the firm.

The firm's management is responsible for their content.

Conflicts may occur with the firm's management and the external CPAs.
The industrial accountant can fulfill his responsibilities
in preparing reports by a truthful and fair presentation of the
accounting information.

If management chooses or insists on one

generally accepted accounting alternative (whether recommended by
the corporate accountant or not) and the firm's CPAs prefers another
alternative, the decision here rests with the CPAs as to which type
of opinion he will give on the financial statements of the firm.
The CPA's courses of action in conflict situations are well
developed by his professional organizations.

The CPA can render

an unqualified, qualified, adverse, or disclaimer of an opinion.
The CPA can also withdraw from the engagement if the situation
warrants this extreme action.
The firm's internal accountants and the external CPAs have
a joint responsibility to present truthfully and fairly the financial
condition of the firm in published financial statements.
flict situations between them may occur.

But con

Honest differences of

opinions can occur when there exists more than one generally accepted
accounting alternative to report a situation.

But as the accounting

alternatives are narrowed and as full disclosure of the effects of
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alternatives are required,21 these differences of opinions over
alternatives should be reduced.
The internal accountant should cooperate with the firm's
CPAs.

Cooperation increases the effectiveness of the firm's CPAs,

which is in the interests of both the firm and the CPAs.

It also

minimizes audit time and, consequently, audit fees.
The internal accountant does not possess the independence
that the firm's CPAs possess.
of external auditing.

This independence is the backbone

The internal accountant will never replace

the external auditor because of the independence which external
auditing requires.
Industrial accountants should join with CPAs to develop
further accounting principles, to solve current accounting problems,
to educate the public on accounting matters, and in other areas.

Other Accountants
An accountant should join with other accountants through
professional organizations to develop further accounting research,
principles, methods, procedures, and rules.

He should actively

participate in professional organizations and encourage other
accountants to join and actively participate in them.
He should report violations of the code by his fellow
accountants through the proper channels in professional

21"James J. Needham: From Public Accounting to Wall
Street," The Journal of Accountancy, Vol. 135, No. 3 (March, 1973),
p. 29.
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organizations.

These channels will evolve as a code is adopted by

professional organizations.

An accountant should not publicly

criticize other accountants in the performance of their work.

It

would be imprudent for an accountant without the proper authority
to tell news media of a violation of the code.

He should follow one

of two avenues for violations depending on whether the other
accountant is in his firm or in another firm.
If an accountant has a complaint and the other accountant
involved is in his firm, the proper course of action may be to only
report the matter to his superiors. It may be proper to report to both
his superiors and the professional organization, or the accountant
may handle the matter himself if he has the proper authority to do
so.

If the accountant who is the subject of the complaint is not

in the same firm, the first accountant should present his complaint
to the proper committee of the professional organization which
handles such matters.
Problems of accountants in industry also include various
technical questions.

Technical standards are generally based on

the principle of competence.

Technical Standards
The nature of the corporate accountant's job brings him
into contact with many problems of a technical nature.

This

section discusses various areas of concern to accountants.

Supplying Adequate Information
An accountant has a responsibility to provide management
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with adequate financial information for decision-making.
making is the essence of a manager's job.

Decision

This activity of supply

ing adequate financial information covers a broad range of areas.
It includes the multitude of internal and external reports con
cerning all phases of the business firm's activity— production,
sales, marketing, and others.
Standards of reporting within the firm may be se
ment or the accountant or both.
not circulate outside the firm,
reporting standards.

by manage

But these reports,since they do
do not have to meetexternal

In fact, many external reporting standards

would not be appropriate for internal reports.

For example,

valuing an asset at its depreciated cost (book value) would not
be relevant for a keep-or-replace decision.
be stamped:

Internal reports should

"For Internal Use Only."

Adequate financial information includes analysis of rele
vant factors.

It requires thatthe information requested

rent and supplied to management

be cur

in a timely manner. Part of this

responsibility is fulfilled by an adequate information system in
the firm.

This system involves the inputs, the processing, and the

outputs of information in an evironment.

It also includes feedback

to the appropriate parties for continuous updating.

Accounting

information is only one part of a total information system.

Other

information should also be supplied to management from other
departments such as production, marketing, and research and devel
opment .
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System of Control
An accountant has a responsibility to insure an adequate
system of accounting control.

These controls are designed to safe

guard the assets of the firm, insure the adequacy and reliability of
its accounting data, promote operational efficiency, and provide for
the adherence to prescribed managerial policies.
includes segregation of duties.

This responsibility

A proper system of internal control

should be maintained.
Suggestions for improvements in the control system should be
encouraged from all employees.

An accountant should report to his

superiors any defects in the system of control.

Interpret Accounting Information
An accountant should interpret accounting information for
management. The accountant should explain to management, when
necessary, the reasoning behind different accounting methods for
both internal and external reports.

For example, accounting for

incremental costs could significantly alter a decision to produce
items to utilize excess capacity.

Revenues over out-of-pocket

expenses contribute to the overhead and profit of the firm.

This

incremental analysis shows a different result than a full-costing
analysis would show.

Another example of interpreting data concerns

performance reports.

In performance reports significant variances

between budgeted amounts and actual amounts should be explained.
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Goal Congruence
An accountant should promote goal congruence in accounting
systems.

Promoting goal congruence concerns motivating the indi

vidual to act in accord with the long run goals of the firm.
Accounting systems should be set up to promote goal congruence.

For

example, standards should be based on reasonably attainable amounts
and not unrealistically high ones.

Reasonable standards tend to

motivate individuals to achieve them.

Unrealistically high standards

tend to contribute to poor morale on the part of employees.

Reporting Fraud
An accountant should report fraud or the suspicion of fraud
to his superiors.
incidences.

The phrase "suspicion of fraud" covers most

One may suspect fraud and have evidence of a possible

fraud, but proving that an actual fraud occurred is usually beyond
the responsibility of the discoverer.

"One is innocent until proven

guilty" is a phrase which also applies to this area.
of fraud should be reported to one’s superior.

Any suspicion

Of course, if it

is the superior who is under suspicion, then one must go to a higher
level and report to one not involved in the fraud, so that the
incident may be properly investigated.
Management must be informed whenever fraud or the possibility
of fraud is discovered.

Fraud implies a lack of adequate controls

even though this may not necessarily be the case.

Changes must be

made to strengthen controls if they are found to be weak.
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Measurement of Performance
An accountant should develop appropriate means for judging
the performance of the firm's resources.
both human and nonhuman resources.

These resources include

Techniques for measuring the

performance of some employees are well advanced.

For example, a

salesman's performance is usually measured on the basis of his sales.
Performance standards should be developed and updated as new tech
niques become available for all employees.
Nonhuman resources, such as equipment, are often purchased
because of some expected rate of return on the dollar investment
required for the resource.

The performance of the resource, often

measured by the actual rate of return, should be audited after use
to compare with the expected return.
variances should be analyzed.

Reasons for significant

Such feedback can improve future

decision-making.

Choice of Accounting Principles
An accountant should observe generally accepted accounting
principles.

The accountant should choose accounting principles for

external financial statements which truthfully and fairly present
the firm's financial position.

An accountant should comply with

authoritative pronouncements such as Opinions of the Accounting
Principles Board and its successor, the Financial Accounting Stand
ards Board.
The internal accountant, along with the management of the
firm, choose from among the acceptable alternatives the set of
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generally accepted accounting principles to be followed.

The cor

porate accountant, who possesses a full understanding of these
various alternatives, should keep uppermost in mind his responsi
bility to truthful reporting.

He should present fairly financial

circumstances which are significant in selecting among alternatives.
He should take the lead in explaining to management this responsi
bility and should not let other subordinate conditions sway his
professional judgment.
The corporate accountant in pursuing his goal of truth
blends the firm's objective in financial reporting into congruence
with that of the external CPAs who audit the firm.

The internal

accountant has a responsibility to educate the management of the
firm on their composite responsibility in preparing financial
statements to the stockholders and the public.

Honest differences

of opinion can occur when there are a number of generally acceptable
accounting alternatives.

As accounting alternatives for similar

events are narrowed, through the past work of the APB, the future
work of the FASB, and the ongoing work of the SEC, these differences
of opinion over alternatives should be reduced, as the number of
acceptable alternatives are reduced.

Communicating Financial Information
The accountant should communicate financial information as
clearly as possible.

The manner in which information is presented

has a bearing on the understandability of the message by the users.
The internal accountant should consider these factors along with the
behavioral aspects of the reported information.

The internal
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accountant should present financial information as clearly as pos
sible.

Graphs, charts, and other methods should be used where

appropriate.

Presentation of facts in a form which is purposely

hard to comprehend is an offense against this responsibility.
The accountant must also consider factors, such as segment
reporting, and decide how best to present this information.

Pro

fessional organizations should provide guidance in these areas.

Full Disclosure
An accountant is responsible for full disclosure in the
firm's published financial statements.

In preparing financial

statement which will be published, corporate accountants share a
joint responsibility with the firm's CPAs.

This joint responsi

bility is full disclosure of material items in the financial state
ments.

An accountant in preparing financial statements violates

this standard if he fails to disclose a material fact in the
financial statements which is known to him and is necessary to
assure that the financial statements are not misleading.
Besides the audited financial statements, most annual
reports present schedules and graphs and other information of a
financial nature which are not audited by the external CPAs.

The

internal accountant has a responsibility for full disclosure in
developing and presenting this information.

The fact that these

schedules are not audited should be disclosed.

The average reader

might not understand that the CPA's report is limited to those
statements enumerated in

the audit report.

Eventually some type
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of report might be issued by the industrial accountant describing
those schedules not audited by the firm's CPAs and describing the
accounting policies used in arriving at the items in these schedules.
Similar responsibilities to those in annual reports hold for
published interim reports.

An accountant has a responsibility for

full disclosure of material facts in interim reports and other
financial reports which circulate outside the firm.

Since the

interim financial statements are not audited by the firm's CPAs,
this important fact should be disclosed on the face of the interim
statements.
An accountant also has a responsibility to present truthfully
and fairly financial information which is released to the press and
other media.

Of course, the accountant cannot be responsible for

the actions of the media.

The accountant's responsibility in this

area concerns supplying to personnel in the firm who release such
information complete coverage of the requrested data.

The data

should meet the full disclosure standard for material items.

Per

sonnel responsible for releasing such information should understand
the importance of properly presenting such data.

But failure of

other persons to properly report such data is beyond the responsi
bility of the individual accountant.
For financial presentations which circulate outside the firm
and which are not audited by the firm's CPAs, the accountant should
disclose on the face of these financial presentations the fact that
they were not audited by independent CPAs.
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Advertising
Since a corporate accountant is usually employed full time
by one firm, he does not obtain clients in the manner of other pro
fessional such as doctors and CPAs.

Therefore, no standard on

advertising is deemed necessary.

Signing Reports and Analyses
An accountant should sign any report or analysis prepared
by him.

A basic method of expressing one's responsibility for a

report is by signing it.

In addition to indicating responsibility

for the report, signing it also provides a means for one to protect
and prove his performance in a situation.

It would indicate not

only one's performance of required management reports, but it would
also provide the evidence of fulfilling one's ethical and legal
responsibilities.

For example, should lawsuits occur for false

and misleading financial statements, the accountant could sub
stantiate his recommendations by reference to signed reports.

Indicating Responsibility
An accountant should clearly indicate his degree of respon
sibility for any signed work.
be understood by his signature.
job position.

Indicating one's responsibility may
Coupled with one's name is one's

These may indicate one's degree of responsibility.

Some reports are simply prepared based on conventional departmental
sources.

In such cases it may be unnecessary to indicate anything

other than one's signature for preparing a report or analysis.
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in other cases one might want to state additional information.

For

example, one might want to indicate the report was prepared from
data supplied by another department or indicate the sources used for
the statistics.

Specific standards for indicating one’s responsi

bility may evolve later as necessary.
Indicating one's responsibility for a report may be important
in some cases, especially if legal action were later taken against
the firm.

For example, an accountant may sign and submit financial

statements to his superior.

The report may be returned to the

accountant with instructions to prepare the statement using an
accounting alternative which the accountant feels would not be pre
ferable in presenting the facts.

Here the situation is not so

extreme that the accountant would consider resigning over the matter.
But it involves a material item and the accountant does not want to
sign the report and indicate his acceptance of a method when he does
not agree with the presentation.

If the accountant submits a second

report and signs it, this would indicate his agreement with the
report.

If he refuses to prepare the report, he could lose his job.

In this type of situation this author feels that the accountant must
indicate his responsibility for the report by some type of statement
indicating his lack of total agreement over this material item.

A

statement, such as "This report was prepared in accordance with the
instructions of Mr. (state name)
because of

with which I do not totally concur

(state reasons) ," would clearly indicate one's lack of

total agreement.
Along with signing the report and indicating one's
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responsibility, the report should also be dated.

It should be

dated on the day it was completed and submitted to one's superior
or on the day it was completed and submitted to be typed.

Dating

would show whether the report was prepared in a timely manner.

It

could also be important if legal action were ever initiated against
the firm.
Signing work as the preparer is designed to encourage the
individual to perform the work with his highest degree of skill.
Stating the division of responsibility assumed by the accountant
encourages the preparer to fully understand the degree of responsi
bility for which he is accountable.

It also may give the reader of

the report a clearer understanding of what the report is designed to
accomplish.
ways.

For example, a sales forecast can be prepared in many

The accountant may project sales based on past data and

current economic conditions.

But the sales forecast may have been

prepared by compiling sales estimates obtained from the company's
salesmen.

If the accountant clearly states his responsibility for

the sales figures, the report recipient will have a better under
standing of the nature of the sales forecast.

Keeping Records
An accountant should keep adequate records of the work pre
pared by him.

Records or work papers would be support of not only

the performance of required reports, but also evidence in lawsuits,
should they occur.

The accountant must have adequate records to

defend himself, should complications develop.

If he has signed all

work prepared by himself and stated his responsibility for it, he
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has evidence to substantiate his position in any situation.
legal responsibilities of all accountants are increasing.
necessary to keep adequate records.

The
It is

One may be called to defend

himself in court.
Signing reports, indicating one's responsibility, and keeping
adequate records protect the accountant and provide evidence of
having fulfilled one's ethical responsibilities.

Summary
In this chapter a discussion of accounting in industry was
presented.

It is the foundation chapter of this study of ethical

problems for accountants in industry.

The field of management

accounting is described along with the functions of accountants in
industry.

The accountant's ultimate responsibility was discussed.

The call for professionalization of management accounting and the
consequent need for the development of a code of ethics, along with
the criteria of a profession, were examined.
Then ethical problems of accountants in industry were pre
sented.

These ethical problems find a basis in the broad principles

of reason, justice, prudence, truth, competence, loyalty, profes
sional attitude, and no discreditable acts.

The relation of the

accountant to the firm covers the confidential relationship, con
flicts of interest, and illegal practices.

The relation of the

accountant to other employees consists of the need to maintain the
confidential relationship, maintaining controls over the flow of
confidential data, and not allowing subordinates to perform unethical
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acts on the accountant's behalf.

Then the relation of the accountant

to the stockholders, the public, the government, and other
accountants followed.
Finally technical standards were outlined.

They cover

such topics as supplying adequate information, providing a system
of accounting control, interpreting accounting information, pro
moting goal congruence, reporting fraud, measuring performance,
choosing accounting principles, complying with authoritative
pronouncements, communicating financial information, fulfilling
the full disclosure standard, signing reports, indicating responsi
bility, and keeping adequate records.
Chapter 4 formulates these ethical problems into a code of
professional conduct for accountants in industry.

This code

was submitted in questionnaire form to members of the NAA for
their opinions and reactions.

The results of the questionnaire

are presented in Chapter 5.
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Chapter 4

THE CODE OF PROFESSIONAL CONDUCT FOR
ACCOUNTANTS IN INDUSTRY

The code of professional conduct for accountants in
industry is presented in this chapter.

The code incorporates the

discussion of Thomistic ethics from Chapter 2 and

the ethical pro

blems of accountants in industry from Chapter 3.
The
accountants

development of a code of professional conduct for
in industry is one of the purposes of

code in this chapter fulfills that task.

this study. The

This code was submitted

in questionnaire form to a sample of NAA members.

The research

methodology of the questionnaire was discussed in Chapter 1.

A

copy of the questionnaire and transmittal letters are presented in
Appendix A.

The results of the questionnaire are presented in

Chapter 5.
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CODE OF PROFESSIONAL CONDUCT FOR
ACCOUNTANTS IN INDUSTRY

This code of professional conduct is a guide to acceptable
behavior for accountants in industry. It is a mixture of ethical
principles, pragmatic rules, and technical standards. The spirit of
the rules in the code and not just the "letter of the law" should be
observed. Other standards of professional conduct not specifically
mentioned may exist.

Article 1:

Broad Principles

1.1

An accountant should follow broad principles such as reason,
justice, and prudence.

1.2

An accountant's prime responsibility is to present accounting
information truthfully and fairly.

1.3

An accountant should perform his work competently, maintain a
professional attitude, and be loyal to his employer.

1.4

An accountant should not perform acts which are discreditable
to his employer or the accounting profession.

Article 2:

Relation of the Accountant to the Firm

2.1

An accountant should maintain a confidential relationship
with his employer.

2.11

An accountant should maintain a confidential relationship
with his employer unless obligated by law or legal proceedings
to reveal confidential facts.

2.2

An accountant should avoid situations which could conflict or
give the appearance of conflicting with the interests of his
employer.

2.21

Before accepting employment with a firm, an accountant should
reveal all direct and indirect financial interests to his
prospective employer.

2.22

During employment an accountant should not acquire financial
interests which could be considered in conflict with the
interests of his employer.
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2.23

An accountant should not use the inside knowledge attained
during his employment for direct or indirect personal gain.

2.24

An accountant should not accept any gifts or other benefits
from suppliers, competitors, or others that could give the
appearance of a conflict of interest.

2.25

An accountant should not engage in part time work outside the
firm without the knowledge and consent of his employer.

2.26

An accountant should not own publicly-held stock in the firm
in which he is employed.

2.3

An accountant should dissociate himself from a firm or employer
involved in illegal or dubious practices.

Article 3:

Relation of the Accountant to Other Employees

3.1

An accountant is responsible for his subordinates understanding
the confidential relationship.

3.11

An accountant should not reveal confidential information to
other employees who have no need of it in the course of their
employment.

3.2

An accountant should maintain controls over the flow of con
fidential data from his department to other departments.

3.21

An accountant should make other department heads and their
employees aware of the confidential nature of such information
which flows through the firm.

3.22

An accountant is responsible for care being exercised in the
disposal of waste paper, computer runs, and other outputs
containing confidential information.

3.3

An accountant should not allow those under him to perform acts
which he is not allowed to perform by the "Code of Professional
Conduct for Accountants in Industry."

Article 4:

4.1

Relation of the Accountant to the Stockholders, the
Public, and the Government

An accountant has a responsibility to present truthfully and
fairly financial information to the stockholders of the firm,
the public, and governmental agencies.
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Article 5:

Relation With Other Accountants

5.1

An accountant should cooperate with the firm's CPAs.

5.2

An accountant should not publicly criticize other accountants
in the performance of their work. He should present his com
plaint of violations of the Code through proper channels in
professional organizations.

Article 6:

Technical Standards

6.01

An accountant should provide management with relevant financial
information for decision-making.

6.02

An accountant is responsible for an adequate system of
accounting control.

6.03

An accountant should interpret accounting information for
management.

6.04

An accountant should promote goal congruence in accounting
systems.

6.05

An accountant should report fraud or the suspicion of fraud
to his superiors.

6.06

An accountant should develop appropriate means for judging
the performance of the firm's resources.

6.07

An accountant should observe generally accepted accounting
principles.

6.08

An accountant should comply with authoritative pronouncements
such as Opinions of the Accounting Principles Board and its
successor, the Financial Accounting Standards Board.

6.09

An accountant should communicate financial information as
clearly as possible.

6.10

An accountant is responsible for full disclosure in the firm's
financial statements.

6.101 An accountant in preparing financial statements violates the
full disclosure standard if he fails to disclose a material
fact in the financial statements which is known to him and is
necessary to assure that the financial statements are not
misleading.
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6.102 An accountant has a responsibility for full disclosure of
material facts in schedules, graphs, or other financial
presentations in the firm's annual report.
6.103 An accountant has a responsibility for full disclosure of
material facts in interim reports and other financial reports
which circulate outside the firm.
6.104 An accountant has a responsibility to present truthfully and
fairly financial information which is released to the press
and other media.
6.105 For financial presentations which circulate outside the firm
and which are not audited by the firm's CPAs, the accountant
should disclose on the face of these financial presentations
the fact that they were not audited by independent CPAs.
6.11

An accountant should sign any report or analysis prepared
by him.

6.12

An accountant should clearly indicate his degree of responsi
bility for any report or analysis signed by him.

6.13

An accountant should keep adequate records of the work
prepared by him.
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Chapter 5

THE RESULTS OF THE QUESTIONNAIRE

This chapter presents the results of the questionnaire
mailed to accountants in industry.

As explained in Chapter 1, a

stratified, systematic sample was submitted to 2,885 accountants
in industry.

Confidence Level of the Results
The terms "universe" or "population" is the totality of the
items under consideration.

A sample is part of the population

selected so that inferences can be made about the entire universe.
The term "confidence" has been defined as a statement giving the
probability that the true value of the population will be contained
within the sample precision.

Precision is the range of values (plus

and minus) about the sample value which expects to contain the true
value of the universe.

The estimated error rate is the rate of error

estimated to exist in the population (the true error rate is unknown)
for the purpose of determining the sample size.l
The response rate to the questionnaire was 43.81%, totaling

^Francis J. Schaefer, "Statistical Sampling— An Audit Tool,"
Readings in Auditing, eds. James T. Johnson and J. Herman Brasseaux
(2nd ed.; Dallas: South-Western Publishing Company, 1965), p. 476.
118
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1,264 useable responses.

A 90% confidence level, + 2% precision,

with an average error rate of .2 was attained.

This means that

one can assert with a 90% degree of confidence (+ 2% precision,
.2 average error rate) that the total results presented in this
>

chapter (unless otherwise qualified) are representative of the
31,751 opinions at the time the questionnaire was completed of the
following groups of NAA subscribers to Management Accounting:
(1)

Secretaries and/or Treasurers, Controllers,

(2)

Chief Accountants,

(3)

Cost Accountants, Accountants, Internal Auditors, and

(4)

Bookkeepers and Accounting Clerks.

Job Classifications
The responses were distributed among job titles as shown
in Table 3.

Table 3
Job Classifications of Respondents

Classification

#

%

Accountants
Accounting Clerks
Bookkeepers
Chief Accountants
Controllers
Cost Accountants
Financial Vice
Presidents

147
2
2
172
463
101

11.63
0.16
0.16
13.61
36.63
7.99

31

2.45

Classification

Internal Auditors
Managers of Accounting
Secretaries and/or
Treasurers
Others
No Response
Totals

#

%

67
35

5.30
2.77

150
80
14

11.87
6.33
1.10

1,264 100.00
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The respondents were also classified according to CPA status.
There were 191 CPAs in the group with 1,041 non-CPAs (32 no
responses), totaling 1,264 responses.

The Need for a Code
The question concerning the need for a code of professional
conduct for accountants in industry was introduced by the following
description of a code:

"A code of professional conduct is a guide

to acceptable behavior for members of a profession.

It is a mixture

of ethical principles, pragmatic rules, and technical standards."
The respondents overwhelmingly indicated by a vote of 1,045
(82.67%) that they felt there was a need for a code of professional
conduct for accountants in industry.2

Only 108 (8.55%) respondents

did not feel that there was a need for a code.

Those having no

opinion consisted of 78 (6.17%); a few respondents (33; 2.61%) did
not answer the question.

This response confirms the need for a

code of professional conduct for accountants in industry.

It agrees

with the views expressed in the accounting literature regarding the
need for the professionalization of industrial accounting.
The following sections present the responses to the question:
"If a code were to be adopted, please circle your response to each
of the rules listed below regarding inclusion in "A CODE OF PROFES
SIONAL CONDUCT FOR ACCOUNTANTS IN INDUSTRY."

^The terms indicating "agreement" and "disagreement" used in
this chapter represent the following:
Agreement = Strongly Agree (1) and Agree (2)
Disagreement = Disagree (4) and Strongly Disagree (5).
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Broad Principles
The first article in the code regarded inclusion of broad
principles.

Table 4 on the next page shows the number and percent

ages of responses to the four rules enumerated in this area.

As

the results in Table 4 indicate, the great majority felt a need for
the broad principles.

Relation of the Accountant to the Firm
The results of the second article on the relation of the
accountant to the firm showed a great dispersion of answers.

Table 5

on page 123 presents these views.
Article 2.1 and 2.11 on maintaining the confidential rela
tionship met with significant agreement, 95.25% and 88.13%, respec
tively.
Article 2.2 on conflict of interest received a 82.36%
favorable vote.

The individual subrules under conflict of interest

met with general disagreement.

Article 2.21 on revealing financial

interests to one's prospective employer received 63.45% disagreement.
A majority of respondents (68.51%) on Article 2.22, regarding an
accountant not acquiring financial interests conflicting with the
interests of his employer, agreed with its inclusion in the code.
Most respondents 65.66% agreed that an accountant should not use
inside knowledge for personal gain (Article 2.23).

An overwhelming

majority (89.88%) favored Article 2.24 on not accepting gifts that
could give the appearance of a conflict of interest.

Article 2.25

was closely split receiving 47.47% disagreement and 43.43% agreement.
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Table 4
Article 1:

Broad Principles

Rule
0

1

Responses*
2
3

4

5

1.1 An accountant should follow broad principles
such as reason, justice, and prudence.

#:
%:

19
574
629
1.50 45.41 49.76

24
1.90

17
1.35

1
0.08

1.2 An accountant's prime responsibility is to
present accounting information truthfully
and fairly.

#:
%:

11
693
509
0.87 54.82 40.27

15
1.19

33
2.61

3
0.24

1.3 An accountant should perform his work com
petently, maintain a professional attitude,
and be loyal to his employer.

#:
%:

12
720
495
0.95 56.96 39.16

26
2.06

10
0.79

1
0.08

1.4 An accountant should not perform acts which
are discreditable to his employer or the
accounting profession.

#:
%:

12
822
406
0.95 65.03 32.12

17
1.35

6
0.47

1
0.08

*Responses:
No Response = 0
Strongly Agree = 1
Agree = 2

No Opinion = 3
Disagree = 4
Strongly Disagree = 5
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Table 5
Article 2:

Relation of the Accountant to the Firm

Rule
0

Responses*
2
3

4

5

707
497
17
1.34 55.93 39.32

25
1.98

16
1.27

2
0.16

it:

459
15
655
1.19 36.31 51.82

95
7.52

33
2.61

7
0.55

it:

%:

396
17
645
1.34 31.33 51.03

82
6.49

104
8.23

20
1.58

2.21 Before accepting employment with a firm, an
accountant should reveal all direct and
indirect financial interests to his
prospective employer.

it:
%:

15
1.19

2.22 During employment an accountant should not
acquire financial interests which could be
considered in conflict with the interests
of his employer.

it:
%:

231
14
635
1.11 18.27 50.24

126
215
9.97 17.01

43
3.40

2.23 An accountant should not use the inside
knowledge attained during his employement
for direct or indirect personal gain.

it:

%:

290
540
184
23
195
1.82 22.94 42.72 14.56 15.43

32
2.53

2.1

An accountant should maintain a confidential
relationship with his employer.

1

2.11 An accountant should maintain a confidential
relationship with his employer unless obli
gated by law or legal proceedings to reveal
confidential facts.
2.2

An accountant should avoid situations which
could conflict or give the appearance of
conflicting with the interests of his
employer.

i t:

%:

78
214
640
162
155
6.17 16.93 12.26 50.63 12.82
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Table 5 (continued)

Rule
0

1

Respons;es*
2
3

4

5

2.24 An accountant should not accept any gifts or
other benefits from suppliers, competitors, or
others that could give the appearance of
#:
conflict of interest.
%:

12
466
670
0.95 36.87 53.01

74
5.85

41
3.24

1
0.08

2.25 An accountant should not engage in part time
work outside the firm without the knowledge
and consent of his employer.

#:
%:

12
384
165
0.95 13.05 30.38

103
487
8.15 38.53

113
8.94

2.26 An accountant should not own publicly-held
stock in the firm in which he is employed.

#:
%:

11
0.87

478
51
679
4.03 53.72 37.82

#:
%:

12
548
523
0.95 43.35 41.38

2.3

An accountant should dissociate himself from
a firm or employer involved in illegal or
dubious practices.
*Responses:
No Response = 0
Strongly Agree = 1
Agree = 2

15
1.19

30
2.37

112
8.86

51
4.04

18
1.42

No Opinion = 3
Disagree = 4
Strongly Disagree = 5
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An overwhelming disagreement (91.54%) was expressed on Article 2.26
regarding an accountant not owning publicly-held stock in the firm
in which he is employed.

This rule received the strongest disagree

ment in the entire code.
Article 2.3 on not associating with firms engaged in illegal
or dubious practices received significant agreement of 84.73%.

The

relation of the accountant to the firm includes a confidential
relationship, avoidance of conflicts of interest, and disassociation
from firms engaged in illegal practices.

Relation of the Accountant to
Other Employees
The results of Article 3, the relation of the accountant to
other employees, is shown in Table 6.

An overwhelming vote of

agreement (93.51%) felt that an accountant is responsible for his
subordinates understanding the nature of the confidential relation
ship (Article 3.1).

Not revealing confidential information to

other employees who have no need of it (Article 3.11) also received
an overwhelming favorable response (96.91%).
All three rules concerning the flow of confidential data
received strong agreement.

Article 3.2 on maintaining controls over

the flow to other departments received 97.31% agreement. Article 3.21
on making other department heads and their employees aware of the
nature of confidential data received 78.48% agreement.

Article 3.22

on the disposal of waste paper containing confidential information
received 82.60% agreement.
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Table 6
Article 3:

Relation of the Accountant to Other Employees

Rule
0
3.1

An accountant is responsible for his sub
ordinates understanding the confidential
relationship.

3.11 An accountant should not reveal confidential
information to other employees who have no
need of it in the course of their employment.
3.2

An accountant should maintain controls over
the flow of confidential data from his
department to other departments.

3.21 An accountant should make other department
heads and their employees aware of the con
fidential nature of such information which
flows through the firm.

4

5

11
345
837
0.87 27.29 66.22

50
3.96

20
1.58

1
0.08

it:
%:

11
570
655
0.87 45.09 51.82

14
1.11

13
1.03

1
0.08

it:

10
496
734
0.79 39.24 58.07

19
1.50

5
0.40

0
0.00

it:

11
331
661
0.87 26.19 52.29

98
141
7.75 11.16

22
1.74

it:

12
327
717
0.95 25.87 56.73

113
8.94

87
6.88

8
0.63

12
331
755
0.95 26.19 59.73

114
9.02

47
3.72

5
0.39

%:

%:

An accountant should not allow those under
him to perform acts which he is not allowed
to perform by the "Code of Professional
Conduct for Accountants in Industry."

%:

it:

No Response = 0; Strongly Agree: = 1; Agree! = 2; No Opinion = 3;
Disagree = 4; Strongly Disagree! = 5

126

*Responses:

Responses*
2
3

it:
%:

3.22 An accountant is responsible for care being
exercised in the disposal of waste paper,
computer runs, and other outputs containing
confidential information.
3.3

1

127
Article 3.3 on not allowing subordinates to perform acts
which the accountant is not permitted to perform by the code
received overwhelmingly agreement (85.92%).
General agreement was reached on the relation of the
accountant and other employees regarding the confidential relation
ship, the flow of confidential data, and not allowing subordinates
to act for the accountant in violation of the code.

Relation of the Accountant to the Stockholders,
the Public, and the Government
Table 7 shows the response to Article 4.1.

Significant

agreement (95.49%) was indicated regarding the accountant having a
responsibility to present financial information truthfully and
fairly to stockholders, the public, and governmental agencies.

Table 7
Article 4:

Relation of the Accountant to the Stockholders, the
Public, and the Government

Rule 4.1
0
An accountant has a responsi
bility to present truthfully
and fairly financial informa
tion to the stockholders of
the firm, the public, and
governmental agencies.
*Responses:
No Response = 0
Strongly Agree = 1
Agree = 2

//:
%:

1

Responses*
2
3

10
587
620
0.79 46.44 49.05

24
1.90

4

17
1.35

No Opinion = 3
Disagree = 4
Strongly Disagree = 5
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6
0.47
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Relation With Other Accountants
Article 5.1, as shown in Table 8 below, received 97.15%
agreement.

Only two votes disagreed with this article concerning

the accountant cooperating with the firm's CPAs.

Agreement of

72.47% was reached on not publicly criticizing fellow accountants
(Article 5.2).

Table 8
Article 5:

Relation With Other Accountants

Rule
0

5.1 An accountant should
cooperate with the firm's
CPAs.

1

Responses*__________
2
3
4
5

#:
13
521
707
%: 1.03 41.22 55.93

21
1
1
1.66 0.08 0.08

5.2 An accountant should not
publi _<y criticize other
accountants in the perform
ance of their work. He
should present his complaint
of violations of the Code
through proper channels in #:
13
262
654
186
professional organizations. %: 1.03 20.73 51.74 14.72
*Resporses:
No Response = 0
Strongly Agree = 1
Agree = 2

119
9.41

30
2.37

No Opinion = 3
Disagree = 4
Strongly Disagree = 5

Technical Standards
The results on the technical standards article are presented
in Table 9 on the following pages.

Providing management with rele

vant financial information for decision-making (Article 6.01)
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Table 9
Article 6:

Technical Standards

Rule
0

6.01

1

Responses*
2
3

4

5

An accountant should provide management with
relevant financial information for decision
making .

#:
%:

9
693
559
0.71 54.83 44.22

3
0.24

0
0.00

0
0.00

6.02

An accountant is responsible for an adequate
system of accounting control.

#:
%:

11
592
639
0.87 46.84 50.55

11
0.87

11
0.87

0
0.00

6.03

An accountant should interpret accounting
information for management.

#:
%:

482
10
681
0.79 38.13 53.88

51
4.03

38
3.01

2
0.16

6.04

An accountant should promote goal con
gruence in accounting systems.

#:
%:

341
128
31
747
2.45 26.98 59.10 10.13

17
1.34

0
0.00

6.05

An accountant should report fraud or the
suspicion of fraud to his superiors.

#:
%:

12
732
503
0.95 57.91 39.79

13
1.03

2
0.16

2
0.16

6.06

An accountant should develop appropriate
means for judging the performance of the
firm's resources.

#:
%:

738
16
395
1.26 31.25 58.39

89
7.04

26
2.06

0
0.00

An accountant should observe generally
accepted accounting principles.

#:
%:

12
594
640
0.95 46.99 50.63

14
1.11

0.24

1
0.08

6.07

129

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

Table 9 (continued)
Rule

6.08

Responses*

An accountant should comply with authori
tative pronouncements such as Opinions of
the Accounting Principles Board and its
successor, the Financial Accounting
Standards Board.

#:
%:

15
181
323
697
1.19 25.55 55.14 14.32

47
3.72

1
0.08

6.09

An accountant should communicate financial
information as clearly as possible.

#:
%:

633
10
615
0.79 48.66 50.08

6
0.47

0
0.00

0
0.00

6.10

An accountant is responsible for full dis
closure in the firm's financial statements.

#:
%:

29
282
671
2.29 22.31 53.09

123
141
9.73 11.16

18
1.42

#:
%:

28
382
727
2.22 30.22 57.52

80
6.33

40
7
3.16 0.55

6.102 An accountant has a responsibility for full
disclosure of material facts in schedules,
graphs, or other financial presentations in
the firm's annual report.

#:
%:

32
275
706
2.53 21.76 55.85

113
8.94

125
13
9.89 1.03

6.103 An accountant has a responsibility for full
disclosure of material facts in interim
reports and other financial reports which
circulate outside the firm.

#:
%:

31
259
632
153
171
18
2.45 20.49 50.00 12.11 13.53 1.42

130

6.101 An accountant in preparing financial state
ments violates the full disclosure standard
if he fails to disclose a material fact in
the financial statements which is known to
him and is necessary to assure that the
financial statements are not misleading.
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Table 9 (continued)

Rule
0

1

Responses*
2
3

4

5

6.104 An accountant has a responsibility to present
truthfully and fairly financial information
which is released to the press and other
#:
media.
%:

28
309
715
2.21 24.45 56.57

86
6.80

11
0.87

6.105 For financial presentations which circulate
outside the firm and which are not audited
by the firm's CPAs, the accountant should
disclose on the face of these financial
presentations the fact that they were not
audited by independent CPAs.

32
144
319
603
149
2.53 25.24 47.71 11.39 11.79

17
1.34

28
292
135
699
2.22 23.10 55.30 10.68

98
7.75

12
0.95

212
253
39
584
161
3.09 16.77 46.20 20.02 12.73

15
1.19

30
427
727
33.78
57.52
2.37

4
0.32

6.11
6.12

6.13

An accountant should sign any report or
analysis prepared by him.
An accountant should clearly indicate his
degree of responsibility for any report or
analysis signed by him.
An accountant should keep adequate records
of the work prepared by him.

#:
%:

#:
%:

#:
%:

#:
%:

115
9.10

47
3.72

29
2.29

*Responses: No Response = 0; Strongly Agree = 1; Agree = 2; No Opinion = 3;
Disagree = 4; Strongly Disagree = 5
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received a 99.05% vote of agreement.

This was the highest per

centage of agreement of any rule in the code.
agreement was cast on this rule.

No vote of dis

The second technical standard

(Article 6.02) of having an adequate system of accounting control
met with a favorable response of 97.39%. A strong agreement (92.01%)
was expressed on interpreting accounting information for manage
ment (Article 6.03).

Promoting goal congruence in accounting

systems (Article 6.04) received 86.08% agreement.

A significant

favorable response (97.70%) was expressed on reporting fraud
(Article 6.05).

Developing performance measures (Article 6.06)

received agreement of 89.64%. Articles 6.07 and 6.08 received agree
ment of 97.62% and 80.69%, respectively.

The former concerned

observing generally accepted accounting principles; the latter
concerned complying with Opinions of the APB and the FASB.

Com

municating financial information clearly received an overwhelming
vote of agreement (98.74%).

No votes were cast in disagreement

with this rule (Article 6.09).
General agreement of 75.40% was reached on the accountant
having a responsibility for full disclosure in financial statements
(Article 6.10).

Article 6.101 was, in effect, a definition of the

term "full disclosure."

This rule received 87.74% favorable vote.

Extending this full disclosure responsibility to other parts of the
annual report (Article 6.102) and to other published reports, such
as interim financial statements (Article 6.103) and to information
released to the media (Article 6.104) received agreement of 77.61%
and 70.49% and 81.02%, respectively.

Disclosure of the unaudited
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by independent CPAs status of published reports (Article 6.105)
received a 72.95% vote of agreement.
A favorable response (78.40%) was indicated for signing
reports which the accountant prepares (Article 6.11).

Indicating

the degree of responsibility for signed reports (Article 6.12)
received mild agreement of 62.97%, with 20.02% no opinions.

This

rule (Article 6.12) received the highest no opinion rate of the
code.

Keeping adequate records (Article 6.13) received an over

whelming vote of agreement (91.30%).
There was general agreement on all technical standards
presented.

This article on technical standards rounds out the code

which started with broad principles and traced the accountant's
relationship to the firm; to other employees; to the stockholders,
the public, and the government; and to other accountants.

Vote on the Code as a Whole
A significant vote of 999 (79.04%) indicated acceptance of
the code as a whole.

Those voting against the proposed code as a

whole consisted of 144 (11.39%).

Those who would not vote on the

acceptance of the code as a whole consisted of 74 (5.85%), with
47 (3.72%) no responses.
The need for a code of professional conduct for accountant
in industry was established; the next step was the development of a
code.

It is significant that the code presented by this researcher

was accepted by a majority of the respondents.

This study is only

one attempt at developing a code of professional conduct for
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accountants in industry.

Further discussion of the topics in

the code is needed, along with additional efforts by other
researchers.

Appendix B
Appendix B contains the responses to the questionnaire
grouped as follows:
(1)

Controllers and Financial Vice Presidents—
Table 12,

(2)

Chief Accountants and Managers of Accounting—
Table 13, and

(3)

CPAs— Table 14.

It is important to note that the results in Appendix B do not
have the same degree of statistical confidence as the results
of the total responses presented in this chapter.

These cate

gorizations by selected job classes are presented to the reader
as a matter of interest.

Other Areas Suggested by Respondents
This section lists areas in which the respondents indi
cated a need for additional rules of professional conduct.

Some

areas were covered broadly in the code and were discussed in
Chapter 3.

They are grouped here according to the articles in

the code.
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Broad Principles
(1)

The need for continuing education; improving one's

knowledge; keeping current; actively promoting revisions of APB or
FASB Opinions which do not present fairly financial condition.
(2)

Utilization of tools and scills for furtherance of

company objectives— profit improvement, for example.
(3)

Civic/personal/social behavior:

relation with sub

ordinates, fellow employees, and outsiders who might have personal
or business interests in one's firm.
(4)

The exercise of diligence, objectivity, and honesty,

and identifying improprieties that come to one's attention.
(5)

Conflicts between loyalty and presenting information

truthfully and fairly.

Relation to the Firm
(1)

Conflicts between superior and the accountant regarding

fairly presenting data in financial statements (if superior orders
accountant to present information in a certain way) and the resulting
economic loss from the accountant's refusal to follow superior's
instructions and termination as a consequence.
(2)

The employer should treat the accountant fairly, rea

sonably, and not infringe on the accountant's rights.
(3)

Guarantee the right of appeal of the accountant to

someone in the organization if directed to do an unethical act.
(4)

The accountant should have privity to basic information,

full access to management decisions, contracts, and agreements.
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accountant cannot financially react if he does not know that a
product is obsolete or if inventory is over-valued.

Relation With Other Employees
(1)

Relationship with technical authority.

(2)

Educating users of accounting reports regarding the

uses and limits of the reports; explain financial statements.

Relation to the Stockholders, the Public,
and the Government
(1)

Educate recipients of accounting reports; explain

through the use of simple examples and illustrations of the effects
of items on financial statements.
(2)

Cooperate with all governmental agencies, especially

the SEC, the IRS, and the Comptroller of the Currency.

Relation to Other Accountants
(1)

Relationship in dealing with another accountant when

the other accountant is employed by a company doing business with the
first.
(2)

Pirating accountants from other firms; CPA firms

staffing their client's accounting departments with their CPAs.
(3)

Not competing in salary; standard of wage earnings.

(4)

Accepting a job of another accountant— relation of an

accountant to the previous accountant regarding reasons why the
other accountant left and having his permission to accept.
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Technical Standards
(1)

Information should be timely.

(2)

Should initial any report or analysis.

(3)

Reports or analyses should be dated.

(A)

The use of estimates and projections.

(5) Consistency of accounting methods.
(6)

Footnoting the standards and calculations used in

accounting reports not set by the accountant.
(7)

Obtaining written authority for material changes in

accounting methods.
(8)

Improving and innovating methods of presenting finan

cial data.
(9)

Disclosure of information should be limited to prevent

giving competitors too much information; disclosure should be limited
by necessity, constrained by materiality, and by the wishes of the
owners and board of directors.
(10)

Sign reports and footnote any exceptions or limitations

on internal statements.
(11)

Supply management with meaningful information whether

it falls within generally accepted standards or not.
(12)

Operational standards as well as financial; aid other

departments in solving accounting questions; higher-level accountants
have responsibilities that are geared to elements of management, such
as organization, planning, structuring, staffing, motivating, and
development of financial personnel; the accountant is part of the
management team.
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Miscellaneous
(1)

Need a clearer definition of an industrial accountant's

responsibility and authority.
(2)

At what level of accountants is the code aimed?

Who

is an accountant?
(3)

Accountant's responsibility regarding the legal

requirements of published financial statements and reports.
(4)

What actions if the code is violated?

(5)

Some respondents felt that only the CPA is responsible

for some items in the code, especially the rules on disclosure.
(6)

Some respondents felt that the accountant is only

responsible to the company, the Board of Directors, or to his
superior, and that no other responsibility existed.

Cross Analyses
Some interesting cross analyses follow.

It is important to

note that the individual cross analyses in Tables 10 and 11 do not have
the same degree of statistical confidence as the results of the
total responses presented in this chapter. Table 10 contains the
responses to the need fora code versus the vote on the code as a whole.
Of the 1,045 that voted for a need for a code and of the
999 that voted for the cooe developed in this study, 896 respond
ents voted for both of these.

Of the 108 that voted against a

need for a code and of the 144 that voted against the code as a
whole, those that voted against both of these totaled 52.
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Table 10*
The Need for a Code Versus the Vote on the Code as a Whole
The
Vote on the
Code as a
Whole

The Need for a Code of Professional Conduct
No
No
Opinion
Response
No
Yes
Totals

No
Response

#:
%:

5
0.40

33
2.61

5
0.40

4
0.31

47
3.72

For

//:
Z:

23
1.81

896
70.89

40
3.17

40
3.17

999
79.04

Against

//:
Z:

4
0.32

78
6.16

52
4.11

10
0.80

144
11.39

Would Not
Vote

#:
%:

1
0.08

38
3.01

11
0.87

24
1.89

74
5.85

Totals

#:
Z:

33
2.61

1,045
82.67

108
8.55

78
6.17

1,264
100.00

*Note that the individual <:ross analyses do not have the
same degree of statistical confidence as thei total results presented
in this chapter.

Table 11 on the following page presents a cross analyses of
the responses to Article 2.26 on the accountant not owning publiclyheld stock in the firm in which he is employed and the responses on
the vote on the code as a whole.

This cross analysis is presented

because Article 2.26 received the strongest vote of disagreement of
the entire code.
It is interesting to note that the respondents who disagreed
or strongly disagreed with Article 2.26 and who voted against
acceptance of the code as a whole consisted of 136.
144 votes against the code as a whole.)

(There were only

It is also interesting to
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note that 68 disagreed or strongly disagreed with Article 2.26 and
would not vote on the code as a whole.

(There were only 74 respond

ents who would not vote on the acceptance of the code as a whole.)
Of the 47 who did not respond to the question on the acceptance of
the code as a whole, 43 disagreed or strongly disagreed with
Article 2.26.

However, these results must be balanced by the 910

who disagreed or strongly disagreed with Article 2.26 but who
still voted for the acceptance of the code as a whole.

So, no

conclusions are drawn from this cross analysis.

Table 11*
Article 2.26 Versus the Vote on the Code as a Whole
The
Vote on the
Code as a
Whole

Article 2.26: An accountant should not own publicly-held
_____________ stock in the firm in which he is employed.
__________________ Responses**
0
1
4
5
Totals
2
3

No
Response

//:
%:

2
0.16

2
0.16

0
0.00

0
0.00

25
1.98

18
1.42

47
3.72

For

#:
%:

3
0.24

13
1.03

28
2.21

45
3.56

554
43.83

356
28.17

999
79.04

Against

#:
%:

5
0.39

0
0.00

2
0.16

1
0.08

56
4.43

80
6.33

144
11.39

Would Not
Vote

//:
%:

1
0.08

0
0.00

0
0.00

5
0.39

44
3.48

24
1.90

74
5.85

Totals

#:
%:

11
0.87

15
1.19

30
2.37

51
4.03

679
53.72

478
37.82

1,264
100.00

*Note that the individual cross analyses do not have the
same degree of statistical confidence as the total results presented
in this chapter.
**Responses: No Response = 0
No Opinion = 3
Strongly Agree = 1 Disagree = 4
Agree = 2
Strongly Disagree = 5

R eproduced w ith perm ission o f the copyright owner. F urther reproduction prohibited w itho ut perm ission.

141

Respondents Summarize This Author’s Intent
Three respondents perceived this author's purpose and
intent of a code of professional conduct for accountants in industry.
One remarked:
The development of a code of ethics will be helpful.
It will reaffirm proper conduct for those who are ethical in
their profession. It will identify proper conduct for those
who are not clear on the subject. However, the code will be
of little value without the concommitant development of a
code of sanctions and penalties.
One other respondent commented:
The problem for the management accountant is when
there is a conflict between what the employer wants to dis
close and what the accountant feels should be disclosed.
Financial accounting standards and a "Code of Professional
Conduct" have importance as a guide to the accountant but
if a basic conflict remains with the employer he needs some
form of protection against economic loss.
Top management, not the accountant, makes the final
decision on what information is disclosed. The accountant
can only be responsible for disclosing all the facts to his
superiors.
Another respondent concluded:
My interpretation of the above question means that I
feel responsible for full disclosure of the facts and I would
retain work papers to support any disclosures, but, assuming
that the financial statements were printed and certain dis
closures were omitted by that part of management issuing the
statement I would feel that my responsibility has been ful
filled and legal action could obtain my position by a review
of my work papers.
Summary and concluding remarks of this author are presented
in Chapter 6.
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Chapter 6

SUMMARY AND CONCLUSIONS
A brief summary of this study is given in this chapter.
Concluding remarks follow this summary, giving suggestions for the
implementation of a code of professional conduct for accountants
in industry.

Summary of This Study
The objectives of this study are fourfold:

(1) to establish

a need for a code of professional conduct for accountants in
industry, (2) to provide a philosophical base for this code from
the field of ethics, (3) to develop the elements of this code of
professional conduct, and (4) to survey industrial accountants for
their opinions on the code developed in this study.
This study began with a search for a philosophical base.
Various selected schools of ethical thought were surveyed.

The

ethics of St. Thomas Aquinas was selected as the ethical foundation
for the code developed in this study, thereby accomplishing objec
tive two.

Relevant parts of Thomistic ethics were discussed.

A discussion of the field of management accounting, along
with the ultimate responsibility of the accountant, followed in
Chapter 3.

The prime responsibility of the accountant is to present

accounting information truthfully and fairly.

The call for the

142
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professionalization of management accounting and the resultant
need for a code of ethics were discussed, accomplishing objec
tive one.

Several ethical problems of industrial accountants

were analyzed in the Thomistic framework which served as models
for applying other problems to the ethical philosophy of St.
Thomas Aquinas.

Ethical problems concern broad principles such

as reason, justice, prudence, truth, competence, loyalty, the
professional attitude, and no discreditable acts.

The relation

of the accountant to the firm covers the confidential relationship,
conflicts of interest, and illegal practices.

The relation of the

accountant to other employees concerns maintaining the confidential
relationship with the firm, maintaining controls over the flow of
confidential data, and prohibiting the accountant's subordinates
from performing unethical acts on the accountant's behalf.

The

relation of the accountant to the stockholders, the public, and
the government involves the accountant reporting financial infor
mation truthfully and fairly.

The relation with other accountants

includes cooperation with the firm's CPAs and not publicly criti
cizing other accountants.
cussed.

Finally, technical standards were dis

These standards include such topics as supplying relevant

information, providing a system of accounting control, interpreting
accounting information, promoting goal congruence, reporting fraud,
measuring performance, choosing accounting principles, complying
with authoritative pronouncements, communicating financial infor
mation, fulfilling the full disclosure standard, signing reports,
indicating responsibility, and keeping adequate records.
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The code of professional conduct for accountants in industry was
presented in Chapter 4, fulfilling the third objective.

The code

was submitted in questionnaire form to a sample of 2,885 subscribers
to Management Accounting, a monthly publication of the National
Association of Accountants (NAA), thereby completing the fourth
objective.

A systematic, random sample was selected from 31,751 NAA

members, stratified among the following four categories:

(1) Secre

taries and/or Treasurers, Controllers, (2) Chief Accountants,
(3) Cost Accountants, Accountants, Internal Auditors, and (4) Book
keepers and Accounting Clerks.

Responses totaling 1,264 were

received, for a 43.81% response rate.

This response permitted the

results presented in Chapter 5 to be representative of these groups
of NAA members, at the time the questionnaire was completed, with a
90% degree of confidence, + 2% precision, with a .2 estimated error
rate.

The need for a code of professional conduct for accountants

in industry was indicated by 1,045 respondents (82.67%).

The code

as a whole as developed in this study was accepted by 999 respond
ents (79.04%).

Conclusions of This Study
A code of professional conduct is a mixture of ethical
principles, pragmatic rules, and technical standards.

It is a

guide to acceptable behavior for the members of a group.

A number

of important conclusions are drawn:
(1)

An ethical philosophy must be selected as a foundation
for a code of ethics.
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(2)

There exists a need to establish among accountants an
awareness oi' their ethical responsibilities to their
firms and the accounting profession.

(3)

Concommitantly, there is a need for a clearer definition
of these responsibilities.

(4)

A code of ethics reflects in written form prevailing
attitudes of the group developing a code.

(5)

A code of professional conduct for accountants in
industry can protect the accountant by alerting him
to the nature of his ethical responsibilities.

(6)

For the code developed in this study to be effective,
it is necessary for the code to be adopted and enforced
by a certified group, such as certified management
accountants.

(7)

Additional research is needed on the ethical problems
of accountants in industry.

A Philosophical Base
The code of professional conduct developed in this study
was rooted in the ethical philosophy of St. Thomas Aquinas.

It is

important to base a code of ethics on some ethical philosophy.

This

is necessary because some criterion or standard must be appealed to
in order to determine appropriate behavior.

An Awareness of Ethical Responsibilities
The actions of accountants cover a broad field.
these actions have ethical implications.

Many of

Accordingly, an accountant
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must become aware of his ethical responsibilities to his firm and
to the accounting profession.

In a work environment ethical

decisions must be made, and a criterion of ethical behavior must
be used.

An individual must determine what is his ethical standard

of behavior and with whom does his ethical responsibilities rest.

Responsibilities of an Industrial Accountant
In addition to an awareness of ethical responsibilities, a
clearer definition of what are an accountant's responsibilities and
authority must evolve.

His responsibilities to the firm in which

he is employed and to the accounting profession must be clarified.
An effort has been made in this study to define the industrial
accountant's ethical responsibilities.

The relation of industrial

accountants to the firm's published financial statements must be
established.

Many legal ramifications abound which must be dis

cussed and clarified.

For example, what responsibilities do

accountants have when there are conflicts with what management
dictates?

Expression of the Views of a Group
Written codification of rules or laws of behavior indicates
a degree of formalization within a society.

For example, primitive

societies may have unwritten laws for its members with corresponding
sanctions.

As society becomes more advanced and/or complex, the

tendency is for these rules to become written.
In developing a code, a society is expressing its views
regarding correct behavior.

The fact that laws will be broken and
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violators may escape punishment should not prevent a society from
formally indicating as a whole group that the society is against
certain types of behavior.

In the United States murders are

committed and some murderers escape punishment by society.

But

this is not a sufficient reason for failing to formulate laws
forbidding murder.

So it is with a group of individuals.

As the

group becomes more complex, it becomes necessary to write a code
of acceptable behavior for its members.

Any codification reflects

existing, unwritten views governing behavior.

Protecting Accountants
As legal liabilities of CPAs increase, the legal liabilities
of industrial accountants also increase.

This author views the

industrial accountant and the CPA as having a joint responsibility
for truthful and fair presentation of accounting information in the
firm’s published financial statements.

The code of professional

conduct developed in this study, rather than enlarging the industrial
accountant's responsibilities, merely clarified existing ethical
responsibilities of the industrial accountant.

By better defining

these responsibilities, an industrial accountant can protect himself
from legal liability by an awareness of these responsibilJties and
by keeping adequate records to support his work.

Adoption and Enforcement by a Certified Group
For a code to be effective, it must be promulgated to the
individuals to be governed by it.
organization or

Consequently, some type of

group is necessary to inform its members of the
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existence of such a code.

This organization would develop a

reasonable code for the common good of the group.
To have an effective code of professional conduct, the
code must be enforced through the use of sanctions.

But for a

code to be enforced, it is necessary to have some organizational
structure.

In addition, this organization which is enforcing the

code must have some power of sanctions to levy over violators.
Sanctions may include admonishment, suspension, or expulsion from
the group.

But from a practical point of view, these three sanc

tions may be insufficient to prevent the abuse from recurring.
For example, if a CPA were only expelled from membership
in a professional group but still allowed to practice public
accounting, the CPA could continue to repeat the violation with
no further sanction from the group.

But the loss of the CPA

certificate, thereby prohibiting one from practicing public
accounting, does insure that one can no longer legally practice
as a certified public accountant.
Correspondingly, for any industrial accounting society to
optimally enforce its sanctions, a loss of some certificate is
necessary to prevent the violator from practicing in the same
capacity as prior to the violation.

This loss of a certificate or

license would also encourage other members to conform to the
standards of behavior of the group.
This author views the current Certificate in Management
Accounting (CMA) program as a realistic group which could adopt,
implement, and enforce the code developed in this study.

As the
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CMA program gains wide acceptance, certain industrial accounting
positions will require a CMA certificate.

Loss of the CMA

certificate would prevent one from practicing as a CMA in the
future.

The code adopted by the CMAs would filter down a firm's

organizational chart to lower levels of accountants.

Consequently,

standards set at the top for CMAs would prevail throughout the
accounting structure of the firm.

For example, if a CMA were

responsible for full disclosure of material facts in the firm's
published financial statements, he would set this standard for
subordinates to follow.

A proper upward flow of accounting

information must be established, so that relevant information can
reach the CMA.

Areas for Additional Research
The development of a code of professional conduct for
accountants in industry is a recent topic.
area for additional research.

It provides a large

Further discussion and research is

needed regarding ethical problems of accountants in industry.

A

better definition of the accountant-employer relationship is needed.
The rights, duties, obligations, and responsibilities of both
parties, the accountant and the employer, need to be further
explored.

A particular problem involves what practical alternative

does the accountant have when he disagrees with the financial
presentation which the management of the firm requests.

The question

of to whom is the accountant ultimately responsible must be resolved.
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This ultimate responsibility must be appealed to in settling conflict
situations.

Another question concerns the external reporting function

of industrial accountants.

Does the industrial accountant share a

joint responsibility with the firm's CPAs or is the accountant only
to blindly follow management's directives?
Another problem area involves the definition of an accountant.
For a code to be implemented, some boundaries must be established to
determine what group or groups of accountants are to be bound by the
code.

Appropriate means for promulgating and enforcing the code

must be established.

Suggestions in these areas by other researchers

can give guidance for the practical implementation of a code of
professional conduct for accountants in industry.
Other aspects of the accountant's relationship to the
firm should be analyzed.

Accountants along with other employees

and other departments share a responsibility in maintaining a
confidential relationship.
need to be analyzed.

These interdepartmental relationships

The relation of the accountant to the firm's

CPAs involves a basic assumption, referred to above, regarding the
accountant's ultimate responsibility.

These areas along with the

accountant's relation to the stockholders of the firm, the public,
and governmental agencies involve legal ramifications.
Development of technical standards of industrial accountants
is another area which is in need of greater analysis.

The diversity

of accounting functions is one reason for a wide range of technical
standards.

Internal reports, since they do not circulate outside

the firm, do not have to meet the same standards as external
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reports.

It is mainly the firm's published financial statements

which subject the accountant to legal liability.
The legal responsibilities of accountants in industry is
in need of more explicit definition.

For example, the legal

obligations of industrial accountants regarding the firm's pub
lished financial statements must be established.

The legal

obligations of the superior-subordinate relationship need to be
clarified.

As the legal responsibilities of all accountants

increase, a determination of these responsibilities is needed.
Finally, other efforts developing a code of professional
conduct for accountants in industry from other perspectives by
other researchers are needed.

Codes developed should be submitted

to industrial accountants for their opinions and reactions.

The

various codes developed can be refined and blended to form the
actual code to guide accountants in industry.

Once a code is

adopted, it must continually be updated as conditions warrant
change.
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APPENDIX A

The Questionnaire
Appendix A presents the questionnaire mailed in this study.
It contains a transmittal letter from this author, another trans
mittal letter from Mr. William M. Young, Jr., Executive Director
of the National Association of Accountants, and the questionnaire
itself.
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TH E

U N IV E R S IT Y

O F

N E B R A S K A -L IN C O L N

LINCOLN, NEBRASKA

68508

COLLEGE OF BUSINESS
ADMINISTRATION
BUREAU

OF

BUSINESS RESEARCH

Dear NAA Member:
WILL YOU HELP PROFESSIONALIZE INDUSTRIAL ACCOUNTING?
The furtherance of accounting research is a goal common to
all professional accountants. This letter and its accompanying
questionnaire is part of that research effort. Your participation
in the research project will be of great benefit not only to you
but also to all accountants in industry and the accounting profession.
The professionalization of industrial accounting is a goal
of the National Association of Accountants. The development of a
code of ethics is part of this drive for professionalization. For
my doctoral dissertation from Louisiana State University I have
developed a "Code of Professional Conduct for Accountants in
Industry." Naturally, I must come to you to get your reactions
and opinions on this code. Completion of the enclosed questionnaire
is your opportunity to voice your opinion on this vital topic.
Your individual responses to the questions will be kept
confidential. The number on the questionnaire is for follow-up
purposes only. A return, postage-paid envelope is enclosed for
your convenience.
So, if you would do me a favor and take the time now from
your busy schedule to complete this rather lengthy questionnaire
and return it before February 15, 1973, I shall surely appreciate
your time and effort.
Sincerely

Mrs. Joyce C. Lambert

T H E UNIVERSITY OF NEB R A SK A -LIN C O LN

T H E UNIVERSITY O F NEBR ASKA A T OMAHA

T H E UNIVERSITY O F NEBRASKA MEDICAL CENTER
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William M. Young, Jr., Executive Director
910 T H IR D AVENUE
NEW YO R K . N Y . 10022
212 / 759 3444

National Association of Accountants

November 22, 1972

Dear Member:
To my knowledge a study of this type of professional
conduct of management accountants has not been made.
I am sure you will feel as I do that the results of this
study will be of value to the association and the
profession.
I hope you will be able to cooperate with LSU by complet
ing the questionnaire and returning it in a timely manner,

Sincerely,

W M Y :mvw
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A QUESTIONNAIRE CONCERNING
A CODE OF PROFESSIONAL CONDUCT
FOR ACCOUNTANTS IN INDUSTRY
Job Title: Please check only one:
Accountant
_________
Accounting Clerk _________
Bookkeeper______ _________
Chief Accountant _________
Controller
Do you hold a CPA certificate?
II.

Cost Accountant
Financial Vice President
Internal Auditor
Secretary-Treasurer
Other (specify)

Yes

No

A code of professional conduct is a guide to acceptable behavior for members of a
profession. It is a mixture of ethical principles, pragmatic rules, and technical
standards.
Do you think there is a need for a code of professional conduct for accountants in
industry?
Yes _________ No
No Opinion _________

III.

If a code were to be adopted, please circle your response to each of the rules
listed below regarding inclusion in "A CODE OF PROFESSIONAL CONDUCT FOR ACCOUNTANTS
IN INDUSTRY."

Strongly
No
DisAgree Agree Opinion agree

1.1

1.2

1.3

1.4

2.1

Article 1_: Broad Principles
An accountant should follow broad principles
such as reason, justice, and prudence.

1

2

Strongly
Disagree

3

4

5

An accountant's prime responsibility is to
present accounting information truthfully and
fairly.

1

2

3

4

5

An accountant should perform his work competently,
maintain a professional attitude, and be loyal to
his employer.

1

2

3

4

5

An accountant should not perform acts which are
discreditable to his employer or the accounting
profession.

1

2

3

4

5

Article 2: Relation of the Accountant to the Firm
An accountant should maintain a confidential
relationship with his employer.

1

2

3

4

5

1

2

3

4

5

2.1 1 An accountant should maintain a confidential

relationship with his employer unless obligated by
law or legal proceedings to reveal confidential
facts.
2.2

An accountant should avoid situations which could
conflict or give the appearance of conflicting
with the interests of his employer.
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Strongly
No
DisAgree Agree Opinion agree

Strongly
Disagree

2.21 Before accepting employment with a firm, an
accountant should reveal all direct and indirect
financial interests to his prospective employer.

1

2.22 During employment an accountant should not acquire
financial interests which could be considered in
conflict with the interests of his employer.

1

2

3

4

5

2.23 An accountant should not use the inside knowledge
attained during his employment for direct or in
direct personal gain.

1

2

3

4

5

2.24 An accountant should not accept any gifts or
other benefits from suppliers, competitors, or
others that could give the appearance of a con
flict of interest.

1

2

3

4

5

2.25 An accountant should not engage in part time work
outside the firm without the knowledge and consent
of his employer.

1

2

3

4

5

2.26 An accountant should not own publialy-held stock
in the firm in which he is employed.

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

An accountant should maintain controls over the
flow of confidential data from his department to
other departments.

1

2

3

4

5

3.21 An accountant should make other department heads
and their employees aware of the confidential
nature of such information which flows through
the firm.

1

2

3

4

5

3.22 An accountant is responsible for care being
exercised in the disposal of waste paper, computer
runs, and other outputs containing confidential
information.

1

2

3

4

5

2.3

An accountant should dissociate himself from a
firm or employer involved in illegal or dubious
practices.

3

’ 4

5

Article 3j

3.1

Relation of the Accountant to Other
Employees
An accountant is responsible for his subordinates
understanding the confidential relationship.

2

3.11 An accountant should not reveal confidential in
formation to other employees who have no need of
it in the course of their employment.
3.2
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Strongly
No
DisAgree Agree Opinion agree
3.3

An accountant should not allow those under him to
perform acts which he is not allowed to perform
by the "Code of Professional Conduct for
Accountants in Industry."

Strongly
Disagree

1

2

3

4

5

Relation of the Accountant to the
Stockholders, the Public, and the
Government
An accountant has a responsibility to present
truthfully and fairly financial information to
the stockholders of the firm, the public, and
governmental agencies.

1

2

3

4

5

Article 5j Relation With Other Accountants
An accountant should cooperate with the firm's
CPAs.

1

2

3

4

5

Article £:

4.1

5.1

5.2

An accountant should not publicly criticize
other accountants in the performance of their
work. He should present his complaint of viola
tions of the Code through proper channels in
professional organizations.

Article 6: Technical Standards
6.01 An accountant should provide management with
relevant financial information for decision
making.
6.02 An accountant is responsible for an adequate
system of accounting control.
6.03 An accountant should interpret accounting infor
mation for management.
6.04 An accountant should promote goal congruence in
accounting systems.
6.05 An accountant should report fraud or the suspicion
of fraud to his superiors.
6.06 An accountant should develop appropriate means for
judging the performance of the firm's resources.
6.07 An accountant should observe generally accepted
accounting principles.
6.08 An accountant should comply with authoritative
pronouncements such as Opinions of the Accounting
Principles Board and its successor, the Financial
Accounting Standards Board.
6.09 An accountant should communicate financial
information as clearly as possible.
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No.
Strongly
No
DisAgree Agree Opinion agree
6.10

An accountant is responsible for full disclosure
in the firm's financial statements.

Strongly
Disagree

1

2

3

4

5

6.101 An accountant in preparing financial statements
violates the full disclosure standard if he fails
to disclose a material fact in the financial state
ments which is known to him and is necessary to assure
that the financial statements are not misleading.
1

2

3

4

5

6.102 An accountant has a responsibility for full disclosure
of material facts in schedules, graphs, or other
financial presentations in the firm's annual report. 1

2

3

4

5

6.103 An accountant has a responsibility for full disclosure
of material facts in interim reports and other
financial reports which circulate outside the firm.
1

2

3

4

5

6.104 An accountant has a responsibility to present truth
fully and fairly financial information which is
released to the press and other media.

2

3

4

5

1

6.105 For financial presentations which circulate outside
the firm and which are not audited by the firm's
CPAs, the accountant should disclose on the face
of these financial presentations the fact that they
were not audited by independent CPAs.
6.11

An accountant should sign any report or analysis
prepared by him.

6.12

An accountant should clearly indicate his degree
of responsibility for any report or analysis
signed by him.

6.13

An accountant should keep adequate records of the
work prepared by him.

IV.

V.

If the code in part III were submitted for a vote, how would you vote on the acceptance
of this code as^ a whole?
For _________ Against__________ Would Not Vote ________
Please use the remainder of this page to list any other rules of professional conduct
you feel should be part of a code of professional conduct for accountants in industry.

Return to:

Mrs. Joyce C. Lambert, Bureau of Business Research, 200 CBA,
University of Nebraska-Lincoln; Lincoln, Nebraska 68508
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APPENDIX B

Responses of Selected Job Classifications

Appendix B presents the responses to the questionnaire
from selected job categories.

It is important to note that the

results in Tables 12, 13, and 14 do not have the same degree of
statistical confidence as the results of the total responses
presented in Chapter 5.

These tables are presented here as a

matter of interest to the reader.

Table 12 presents the

responses of 494 Controllers (463) and/or Financial Vice Presi
dents (31).

Table 13 presents the responses of 207 Chief

Accountants (172) and/or Manager of Accounting (35).

Table 14

presents the responses of 191 CPAs.

154
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Table 12*
Controllers and Financial Vice Presidents Respond to the Questionnaire**
Responses * * *

Rule
Article 1: Broad Principles
1.1 An accountant should follow broad principles
such as reason, justice, and prudence.

7
0
1.42 0.00

4
258
0.81 52.23

206
7
41.70 1.42

18
1
3.64 0.20

4
301
0.81 60.93

177
35.83

10
2.03

2
0
0.40 0.00

#:
%:

3
331
154
0.61 67.00 31.18

5
1.01

1
0
0.20 0.00

Article 2: Relation of the Accountant to the Firm
2.1 An accountant should maintain a confidential
relationship with his employer.

#:
%:

8
283
187
1.62 57.29 37.85

8
1.62

7
1
1.42 0.20

2.11 An accountant should maintain a confidential
relationship with his employer unless obli
gated by law or legal proceedings to reveal
confidential facts.

#:
%:

5
180
260
1.01 36.44 52.63

39
7.90

8
2
1.62 0.40

#:
%:

7
166
237
1.42 33.60 47.97

28
5.67

48
8
9.72 1.62

1.3

1.4

2.2

6
223
253
1.21 45.14 51.22

An accountant's prime responsibility is to
present accounting information truthfully
and fairly.

#:
%:

An accountant should perform his work com
petently, maintain a professional attitude,
and be loyal to his employer.

#:
%:

An accountant should not perform acts which
are discreditable to his employer or the
accounting profession.

An accountant should avoid situations which
could conflict or give the appearance of con
flicting with the interests of his employer.

155

5
1.01

1.2

//:
%:
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Table 12* (continued)
Controllers and Financial Vice Presidents Respond to the Questionnaire**
Rule
0

1

Respons 0g:k;k&
2
3

4

5

2.21 Before accepting employment with a firm, an
accountant should reveal all direct and
indirect financial interests to his
prospective employer.

#:
%:

7
1.42

2.22 During employment an accountant should not
acquire financial interests which could be
considered in conflict with the interests
of his employer.

#:
%:

242
5
111
1.01 22.47 48.99

38
78
7.69 15.79

20
4.05

2.23 An accountant should not use the inside
knowledge attained during his employment
for direct or indirect personal gain.

#:
%:

66
9
127
207
71
1.82 25.71 41.90 13.36 14.37

14
2.84

2.24 An accountant should not accept any gifts or
other benefits from suppliers, competitors,
or others that could give the appearance of
a conflict of interest.

#:
%:

212
5
243
1.01 42.92 49.19

22
4.45

12
2.43

0
0.00

2.25 An accountant should not engage in part time
work outside the firm without the knowledge
and consent of his employer.

#:
%:

163
5
68
1.01 13.76 33.00

36
187
7.29 37.85

35
7.09

2.26 An accountant should not own publicly-held
stock in the firm in which he is employed.

#:
%:

3
0.61

#:
%:

211
204
4
0.81 42.71 41.30

2.3

6
1.21

12
2.43

212
13
248
2.63 50.20 42.92
41
8.30

26
5.26

8
1.62

156

An accountant should dissociate himself from
a firm or employer involved in illegal or
dubious practices.

75
39
59
244
70
7.90 15.18 11.94 49.39 14.17
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Table 32* (continued)
Controllers and Financial Vice Presidents Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

4
141
328
0.81 28.54 66.40

16
3.24

5
1.01

0
0.00

3.11 An accountant should not reveal confidential
information to other employees who have no
need of it in the course of their employment.

#:
%:

3
231
248
0.61 46.76 50.20

4
0.81

7
1.42

1
0.20

#:
%:

286
3
193
0.61 39.07 57.89

11
2.23

1
0.20

0
0.00

#:

Z:

3
138
253
0.61 27.94 51.21

42
8.50

48
9.72

10
<-.02

#:
%:

285
3
131
0.61 26.52 57.69

43
8.70

28
5.67

4
0.81

An accountant should not allow those under him
to perform acts which he is not allowed to
#:
perform by the "Code of Professional Conduct
%:
for Accountants in Industry."

3
130
298
0.61 26.32 60.32

43
8.70

19
3.85

1
0.20

3.2

An accountant should maintain controls over
the flow of confidential data from his
department to other departments.

3.21 An accountant should make other department
heads and their employees aware of the con
fidential nature of such information which
flows through the firm.
3.22 An accountant is responsible for care being
exercised in the disposal of waste paper,
computer runs, and other outputs containing
confidential information.
3.3

157

Article 3: Relation of the Accountant to Other Employees
3.1 An accountant is responsible for his subordi
nates understanding the confidential rela
#:
tionship.
%:
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Table 12* (continued)
Controllers and Financial Vice Presidents Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

3
237
233
0.61 47.98 47.16

11
2.22

7
1.42

3
0.61

Article 5: Relation With Other Accountants
5.1 An accountant should cooperate with the
firm's CPAs.

#:
%:

274
4
208
0.81 42.10 55.47

7
1.42

1
0.20

0
0.00

#:
%:

241
68
53
3
109
0.61 22.06 48.79 13.76 10.73

20
4.05

Article 6: Technical Standards
6.01 An accountant should provide management with
relevant financial inforamtion for decisionmaking.

//:
%:

2
287
205
0.40 58.10 41.50

6.02 An accountant is responsible for an adequate
system of accounting control.

#:
%:

6.03 An accountant should interpret accounting
information for management.

#:

5.2

An accountant should not publicly criticize
other accountants in the performance of their
work. He should present his complaint of
violations of the Code through proper
channels in professional organizations.

%:

0
0.00

0
0.00

0
0.00

247
241
0.61 50.00 48.79

1
0.20

2
0.40

0
0.00

215
3
249
0.61 43.52 50.40

19
3.85

8
1.62

0
0.00

'>

158

Article 4: Relation of the Accountant to the Stock__________ holders, the Public, and the Government
4.1 An accountant has a responsibility to present
truthfully and fairly financial information
to the stockholders of the firm, the public,
?/:
and governmental agencies.
%:
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Table 12* (continued)
Controllers and Financial Vice Presidents Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

6.04

An accountant should promote goal congruence
in accounting systems.

it:

11
288
155
2.22 31.38 58.30

37
7.49

3
0.61

0
0.00

6.05

An accountant should report fraud or the
suspicion of fraud to his superiors.

it:

4
298
189
0.81 60.33 38.26

1
0.20

1
0.20

1
0.20

6.06

An accountant should develop appropriate
means for judging the performance of the
firm's resources.

it:

275
5
185
1.01 37.45 55.67

21
4.25

8
1.62

0
0.00

it:

4
246
238
0.81 48.18 49.79

3
0.61

3
0.61

0
0.00

6.07

An accountant should observe generally
accepted accounting principles.

%:

An accountant should comply with authori
tative pronouncements such as Opinions of
the Accounting Principles Board and its
successor, the Financial Accounting
Standards Board.

%:

4
264
131
75
0.81 26.52 53.44 15.18

20
4.05

0
0.00

6.09

An accountant should communicate financial
information as clearly as possible.

it:
%:

3
248
239
0.61 50.20 48.38

4
0.81

0
0.00

0
0.00

6.10

An accountant is responsible for full dis
closure in the firm's financial statements.

it:

%:

12
255
113
2.43 22.87 51.62

49
56
9.92 11.34

9
1.82

6.08

it:

159
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Table .12* (continued)
Controllers and Financial Vice Presidents Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

10
156
275
2.02 31.58 55.67

32
6.48

15
3.04

6
1.21

6.102 An accountant has a responsibility for full
disclosure of material facts in schedules,
graphs, or other financial presentations in
the firm's annual report.

#:
%:

112
11
268
2.23 22.67 54.25

51
47
9.52 10.32

5
1.01

6.103 An accountant has a responsibility for full
disclosure of material facts in interim
reports and other financial reports which
circulate outside the firm.

#:
%:

10
107
257
50
63
2.02 21.66 52.03 10.12 12.75

7
1.42

6.104 An accountant has a responsibility to present
truthfully and fairly financial information
which is released to the press and other
#:
%:
media.

11
124
277
2.23 25.10 56.07

35
7.09

4
0.81

6.105 For financial presentations which circulate
outside the firm and which are not audited by
the firm's CPAs, the accountant should dis
close on the face of these financial presen
tations the fact that they were not audited
#:
%:
by independent CPAs.

236
61
11
119
55
2.23 24.09 47.77 11.13 12.35

12
2.43

43
8.70

160

6.101 An accountant in preparing financial state
ments violates the full disclosure standard if
he fails to disclose a material fact in the
financial statements which is known to him and
is necessary to assure that the financial
#:
statements are not misleading.
%:
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Table 12* (continued)
Controllers and Financial Vice Presidents Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

6.11 An accountant should sign any report or
analysis prepared by him.

#:
%:

11
70
107
263
2.23 21.66 53.24 14.17

37
7.49

6
1.21

6.12 An accountant should clearly indicate his
degree of responsibility for any report or
analysis signed by him.

#:
%:

76
221
16
114
61
3.24 15.38 44.74 23.08 12.35

6
1.21

6.13 An accountant should keep adequate records
of the work prepared by him.

#:
%:

12
157
289
31.78
58.50
2.43

1
0.20

Do you hold a CPA certificate?

Yes:

95; 19.23%

No:

392; 7S•.35%

21
4.25

No Response:

14
2.84

7; 1 .42%

Do you think there is a need for a code of professional conduct for accountants in industry?
Yes: 408; 82.59% No: 47; 9.51% No Opinion: 28; 5. 67% No Response: LI; 2.23%
How would you vote on the acceptance of this code as a whole? For: 384; 77.73%
Against: 69; 13.97% Would Not Vote: 22; 4.45% No Response: 19; 3.85%
*Note that the results in this table do not have the same statistical degree of
confidence as the results presented in Chapter 5.
**Based on 494
***Responses:

Controllers and/or Financial Vice Presidents

= 100.00%.

No Response = 0; Strongly Agree = 1; Agree = 2; No Opinion = 3;
Disagree = 4; Strongly Disagree =

5

161
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Table 13*
Chief Accountants and Managers of Accounting Respond to the Questionnaire**
Rule

Responses***

0
Article 1: Broad Principles
1.1 An accountant should follow broad principles
such as reason, justice, and prudence.

5
87
111
2.41 42.03 53.62

An accountant's prime responsibility is to
present accounting information truthfully
fairly.

#:
%:

3
107
93
1.45 51.69 44.93

0
3
1
0.00 1.45 0.48

An accountant should perform his work com
petently, maintain a professional attitude,
and be loyal to his employer.

#:
%:

4
1.93

113
84
54.59 40.58

3
3
0
1.45 1.45 0.00

An accountant should not perform acts which
are discreditable to his employer or the
accounting profession.

#:
Z:

3
135
64
1.45 65.22 30.92

3
2
0
1.45 0.96 0.00

Article 2: Relation of the Accountant to the Firm
2.1 An accountant should maintain c confidential
relationship with his employer.

#:
Z:

4
100
97
1.93 48.31 46.86

4
2
0
1.93 0.97 0.00

2.11 An accountant should maintain a confidential
relationship with his employer unless obli
gated by law or legal proceedings to reveal
confidential facts.

#:
Z:

4
59
119
15
1.93 28.50 57.49 7.25

9
1
4.35 0.48

#:
Z:

5
55
110
19
2.41 26.57 53.14 9.18

16
7.73

1.2

1.3

1.4

2.2

An accountant should avoid situations which
could conflict or give the appearance of con
flicting with the interests of his employer.

2
0.97

2
0
0.97 0.00

2
0.97

162

#:
Z:
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Table 13* (continued)
Chief Accountants and Managers of Accounting Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

,t. 1. Before accepting employment with a firm, an
accountant should reveal all direct and
indirect financial interests to his
prospective employer.

#:
%:

4
1.93

2.22 During employment an accountant should not
acquire financial interests which could be
considered in conflict with the interests of
his employer.

#:
%:

5
110
29
25
33
2.42 14.01 53.14 12.07 15.94

5
2.42

2.23 An accountant should not use the inside
knowledge attained during his employment for
direct or indirect personal gain.

#:
%:

6
42
83
33
38
2.90 20.29 40.10 15.94 18.36

5
2.41

2.24 An accountant should not accept any gifts or
other benefits from suppliers, competitors, or
others that could give the appearance of a
#:
conflict of interest.
%:

114
3
68
1.45 32.85 55.07

13
6.28

0
0.00

2.25 An accountant should not engage in part time
work outside the firm without the knowledge
and consent of his employer.

%:

3
1.45

20
55
9.66 26.57

19
87
23
9.18 42.03 11.11

2.26 An accountant should not owr p.ublicly-h Id
stock in the firm in which he is employed.

#:
%:

3
1.45

3
1.45

73
9
115
4.35 55.55 35.27

2.3

An accountant should dissoci 2 himself from
a firm cr employer involved An illegal c.
dubious ractices.

H:

11
24
26
29
113
5.31 14.01 11.60 54.59 12.56

4
1.93

9
4.35

4
87
84
21
7
4
,93 42.03 40.58 10.15 3.38 1.93
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Table 13* (continued)
Chief Accountants and Managers of Accounting Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

8
3.87

3
1.45

0
0.00

3.11 An accountant should not reveal confidential
information to other employees who have no
need of it in the course of their employment.

4
87
114
1.93 42.03 55.07

2
0.97

0
0.00

0
0.00

3
81
121
1.45 39.13 58.46

1
0.48

1
0.48

0
0.00

it:

112
3
46
1.45 22.22 54.11

14
28
6.76 13.53

4
1.93

i t:

53
118
3
1.45 25.60 57.01

19
9.18

14
6.76

0
0.00

52
126
4
1.93 25.12 60.87

18
8.70

7
3.38

0
0.00

3.2

An accountant should maintain controls over
the flow of confidential data from his
department to other departments.

3.21 An accountant should make other department
heads and their employees aware of the con
fidential nature of such information which
flows through the firm.
3.22 An accountant is responsible for care being
exercised in the disposal of waste paper,
computer runs, and other outputs containing
confidential information.
3.3

it:

%:
it:

%:

An accountant should not allow those under him
to perform acts which he is not allowed to
perform by the "Code of Professional Conduct
it:
%:
for Accountants in Industry."

164

Article 3: Relation of the Accountant to Other Emplioyees
3.1 An accountant is responsible for his subordi
nates understanding the confidential rela
it:
3
46
147
tionship.
1.45 22.22 71.01
%:
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Table 13* (continued)
Chief Accountants and Managers of Accounting Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

122
70
3
1.45 33.81 58.94

6
2.90

4
1.93

2
0.97

Article 5: Relation With Other Accountants
5.1 An accountant should cooperate with the
firm's CPAs.

#:
%:

124
3
73
1.45 35.27 59.90

6
2.90

0
0.00

1
0.48

%:

38
111
3
38
1.45 18.36 53.62 i8 •5o

15
7.24

2
0.97

Article 0: Technical Standards
6.01 An accountant should provide management with
relevant financial information for decisionmaking.

#:
%:

100
3
103
1.45 49.76 48.31

1
0.48

0
0.00

0
0.00

6.02 An accountant is responsible for an adequate
system of accounting control.

#:
%:

86
116
3
1.45 41.54 56.04

2
0.97

0
0.00

0
0.00

6.03 An accountant should interpret accounting
information for management.

#:
%:

66
124
3
1.45 31.88 59.90

8
3.87

6
2.90

0
0.00

5.2

An accountant should not publicly criticize
other accountants in the performance of their
’
f/ork. He chou.ld present his complaint of
violations of the Code through proper
channels in professional organizations.

165

Article 4: Relation of the Accountant to the Stock___________ holders, the Public, and the Government
4.1 An accountant has a responsibility to present
truthfully and fairly financial information
to the stockholders of the firm, the public,
#:
and governmental agencies.
%:
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Table 13* (continued)
Chief Accountants and Managers of Accounting Respond to the Questionnaire**
Rule
0
6.04

An accountant should promote goal congruence
in accounting systems.

6.05

An accountant should report fraud or the
suspicion of fraud to his superiors.

6.06

6.07
6.08

6.09
6.10

An accountant should develop appropriate
means for judging the performance of the
firm's resources.
An accountant should observe generally
accepted accounting principles.
An accountant should comply with authori
tative pronouncements such as Opinions of
the Accounting Principles Board and its
successor, the Financial Accounting
Standards Board.
An accountant should communicate financial
information as clearly as possible
An accountant is responsible for full dis
closure in the firm's financial statements.

1

Respons es***
2
3

4

5

it:

5
40
130
27
2.42 19.32 62.80 13.04

5
2.42

0
0.00

it:

4
107
95
1.93 51.69 45.90

1
0.48

0
0.00

0
0.00

4
49
128
1.93 23.67 61.84

19
9.18

7
3.38

0
0.00

4
85
116
1.93 41.06 56.04

2
0.97

0
0.00

0
0.00

120
27
5
49
2.42 23.67 57.97 13.04

6
2.90

0
0.00

2
0.97

0
0.00

0
0.00

22
28
34
116
5
2.41 16.42 56.04 13.53 10.63

2
0.97

%:
it:

%:
it:

%:

it:

%:
it:

%:
it:

%:

86
116
3
56.04
41.54
1.45

166
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Table 13* (continued)
Chief Accountants and Managers of Accounting Respond to the Questionnaire**
Rule

Responses***

0
6.101 An accountant in preparing financial state
ments violates the full disclosure standard if
he fails to disclose a material fact in the
financial statements which is known to him and
is necessary to assure that the financial
//:
statements are not misleading.
%:

5
44
131
17
10
0
2.41 21.26 63.29 8.21 4.83 0.00

6.102 An accountant has a responsibility for full
disclosure of material facts in schedules,
graphs, or other financial presentations in
the firm's annual report.

#:
%:

5
32
118
26
22
2.42 15.46 57.00 12.56 10.63

#:
%:

4
27
96
42
32
6
1.93 13.04 46.38 20.29 15.46 2.90

6.104 An accountant has a responsibility to present
truthfully and fairly financial information
which is released to the press and other
#:
media.
%:

4
35
128
23
14
3
1.93 16.91 61.84 11.11 6.76 1.45

6.105 For financial presentations which circulate
outside the firm and which are not audited by
the firm's CPAs, the accountant should dis
close on the face of these financial presen
tations the fact that they were not audited
#:
by independent CPAs.
%'•

7
3.38

6.103 An accountant has a responsibility for full
disclosure of material facts in interim
reports and other financial reports which
circulate outside the firm.

4
1.93

167

43
97
33
25
2
20.77 46.86 15.94 12.08 0.97
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Table 13* (continued)
Chief Accountants and Managers of Accounting Respond to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

6.11 An accountant should sign any report or
analysis prepared by him.

#:
%:

42
125
4
1.93 20.29 60.39

15
7.25

3
1.45

6.12 An accountant should clearly indicate his
degree of responsibility for any report or
analysis signed by him.

#:
%:

4
28
89
53
28
1.93 13.53 43.00 25.60 13.53

5
2.41

6.13 An accountant should keep adequate records
of the work prepared by him.

#:
%:

68
121
5
2.42 32.85 58.45

0
0.00

Do you hold a CPA certificate?

Yes:

14; 6.77%

No:

189; 91..30%

18
8.69

7
3.38

No Response:

6
2.90

4; 1. 93%

Do you think there is a need for a code of professional conduct for accountants in industry?
Yes: 175; 84.54% No: 18; 8.70% No Opinion: 11; 5.31% No Response: 3; 1.45%
How would you vote on the acceptance of this code as a whole?
Against: 26; 12.56% Would Not Vote: 9; 4.35% No Response:

For: 166; 80.19%
6; 2 .90%

*Note that the results in this table do not have the same statistical degree of
confidence as the results presented in Chapter 5.
**Based on 207 Chief Accountants and/or Managers of Accounting = 100.00%.
***Responses: No Response = 0; Strongly Agree = 1; Agree = 2; No Opinion = 3;
Disagree = 4; Strongly Disagree = 5
168
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Table 14*
Responses of CPAs to the Questionnaire**
Rule

Responses***
0

Article 1: Broad Principles
1.1 An accountant should follow broad principles
such as reason, justice, and prudence.

7
100
77
3.67 52.36 40.31

4
2.09

3
1.57

0
0.00

An accountant's prime responsibility is to
present accounting information truthfully
and fairly.

#:
%:

5
105
73
2.62 54.97 38.22

1
0.52

5
2.62

2
1.05

An accountant should perform his work com
petently, maintain a professional attitude,
and be loyal to his employer.

#:
%:

4
121
61
2.09 63.35 31.94

5
2.62

0
0.00

0
0.00

An accountant should not perform acts which
are discreditable to his employer or the
accounting profession.

#:
%:

4
135
51
2.10 70.68 26.70

0
0.00

1
0.52

0
0.00

Article 2: Relation of the Accountant to the Firm
2.1 An accountant should maintain a confidential
relationship with his employer.

#:
%:

4
123
60
2.10 64.40 31.41

2
1.05

1
0.52

1
0.52

2.11 An accountant should maintain a confidential
relationship with his employer unless obli
gated by law or legal proceedings to reveal
confidential facts.

#:
%:

4
80
83
2.09 41.89 43.46

17
8.90

4
2.09

3
1.57

#:
%:

5
77
86
2.62 40.31 45.02

7
3.67

10
5.24

6
3.14

1.2

1.3

1.4

2.2

An accountant should avoid situations which
could conflict or give the appearance of con
flicting with the interests of his employer.

169
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%:
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Table 14* (continued)
Responses of CPAs to the Questionnaire**
Rule

Responses***

0
2.21 Before accepting employment with a firm, an
accountant should reveal all direct and
indirect financial interests to his
prospective employer.
2.22 During employment an accountant should not
acquire financial interests which could be
considered in conflict with the interests
of his employer.

it:

%:

i t:

%:

2.23 An accountant should not use the inside
knowledge attained during his employment
for direct or indirect personal gain.

%:

2.24 An accountant should not accept any gifts or
other benefits from suppliers, competitors,
or others that could give the appearance of
conflict of interest.

%:

2.25 An accountant should not engage in part time
work outside the firm without the knowledge
and consent of his employer.
2.26 An accountant should not own publicly-held
stock in the firm in which he is employed.
2.3

An accountant should dissociate himself from
a firm or employer involved in illegal or
dubious practices.

it:

it:

it:

%?
it:

%:
it:

%:

5
2.62

13
32
6.81 16.75

51
4
79
2.10 26.70 41.36

88
36
17
8.90 46.07 18.85

18
31
9.42 16.23

8
4.19

55
68
23
30
7
3.66 28.80 35.60 12.04 15.71

8
4.19

5
78
88
2.62 40.84 46.07

12
6.28

8
4.19

0
0.00

4
34
66
2.09 17.80 34.56

12
59
6.28 30.89

16
8.38

4
2.09

92
6
81
3.15 42.41 48.17

4
2.09

4
2.09

88
72
4
2.09 46.07 37.70

16
8.38

8
4.19

3
1.57
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Table 14* (continued)
Responses of CPAs to the Questionnaire**
Rule
0

1

Responses***
2
3

4
53
119
2.09 27.75 62.31

11
5.76

4
0
2.09 0.00

3.11 An accountant should not reveal confidential
information to other employees who have no
need of it in the course of their employment.

#:
%:

4
93
90
2.09 48.69 47.12

2
1.05

2
0
1.05 0.00

An accountant should maintain controls over
the flow of confidential data from his
department to other departments.

//:
%:

4
78
104
2.09 40.84 54.45

5
2.62

0
0
0.00 0.00

3.21 An accountant should make other department
heads and their employees aware of the con
fidential nature of such information which
flows through the firm.

#:
%:

4
56
93
2.09 29.32 48.69

15
7.85

16
7
8.38 3.67

3.22 An accountant is responsible for care being
exercised in the disposal of waste paper,
computer runs, and other outputs containing
confidential information.

#:
%:

5
48
101
20
2.62 25.13 52.88 10.47

14
3
7.33 1.57

//:
%:

4
48
104
23
2.10 25.13 54.45 12.04

9
3
4.71 1.57

3.2

3.3

An accountant should not allow those under him to
perform acts which he is not allowed to perform
by the "Code of Professional Conduct for
Accountants in Industry."
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Article 3: Relation of the Accountant to Other Employees
3.1 An accountant is responsible for his subordi
nates understanding the confidential rela#:
tionship.
%:
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Table 14* (continued)
Responses of CPAs to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

Article 4: Relation of the Accountant to the Stock___________ holders, the Public, and the Government
4.1 An accountant has a responsibility to present
truthfully and fairly financial information
to the stockholders of the firm, the public,
#:
and governmental agencies.
%:

4
82
96
2.09 50.26 42.94

4
2.09

3
1.57

2
1.05

Article 5: Relation With Other Accountants
5.1 An accountant should cooperate with the
firm's CPAs.

4
100
85
2.09 52.36 44.50

2
1.05

0
0.00

0
0.00

92
23
4
43
2.09 22.51 48.17 12.04

19
9.95

10
5.24

5.2

#:
%:

An accountant should not publicly criticize
other accountants in the performance of their
work. He should present his complaint of
violations of the Code through proper channels #:
in professional organizations.
%:

#:
%:

4
81
106
2.09 55.50 42.41

0
0.00

0
0.00

0
0.00

6.02 An accountant is responsible for an adequate
system of accounting control.

#:
%:

4
92
92
2.09 48.17 48.17

1
0.52

2
1.05

0
0.00

6.03 An accountant should interpret accounting
information for management.

#:
%:

4
85
93
2.09 44.51 48.69

3
1.57

6
3.14

0
0.00

172

Article 6: Technical Standards
6.01 An accountant should provide management with
relevant financial information for decisionmaking.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

Table 14* (continued)
Responses of CPAs to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

6.04

An accountant should promote goal congruence
in accounting systems.

#:
%:

61
8
25
95
4.19 31.93 49.74 13.09

2
1.05

0
0.00

6.05

An accountant should report fraud or the
suspicion of fraud to his superiors.

#:
%:

5
116
68
2.62 60.73 35.60

2
1.05

0
0.00

0
0.00

6.06

An accountant should develop appropriate
means for judging the performance of the
firm's resources.

#:
%:

5
73
99
2.62 38.22 51.83

11
5.76

3
1.57

0
0.00

6.07

An accountant should observe generally
accepted accounting principles.

#:
%:

5
103
81
2.62 53.93 42.41

1
0.52

1
0.52

0
0.00

6.08

An accountant should comply with authori
tative pronouncements such as Opinions of
the Accounting Principles Board and its
successor, the Financial Accounting
Standards Board.

#:
%:

82
5
91
2.62 42.93 47.64

11
5.76

2
1.05

0
0.00

6.09

An accountant should communicate financial
information as clearly as possible.

#:
%:

5
104
81
2.62 54.45 42.41

1
0.52

0
0.00

0
0.00

6.10

An accountant is responsible for full
#:
disclosure in the firm's financial statements. %:

58
10
83
5.24 30.37 43.45

12
21
6.28 11.00

7
3.66

173
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Table 14* (continued)
Responses of CPAs to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

10
78
87
5.23 40.84 45.55

8
4.19

5
2.62

3
1.57

6.102 An accountant has a responsibility for full
disclosure of material facts in schedules,
graphs, or other financial presentations
in the firm's annual report.

#:
%:

10
55
93
5.23 28.80 48.69

13
6.31

16
8.38

4
2.09

6.103 An accountant has a responsibility for full
disclosure of material facts in interim
reports and other financial reports which
circulate outside the firm.

#:
%:

10
86
59
5.23 30.89 45.03

22
9
11.52
4.71

5
2.62

6.104 An accountant has a responsibility to present
truthfully and fairly financial information
which is released to the press and other
#:
media.
%:

10
69
93
5.23 36.13 48.69

8
4.19

7
3.67

4
2.09

6.105 For financial presentations which circulate
outside the firm and which are not audited by
the firm's CPAs, the accountant should dis
close on the face of these financial presen
tations the fact that they were not audited
#:
%:
by independent CPAs.

72
9
67
4.71 35.08 37.70

11
25
5.76 13.09

7
3.66

174

6.101 An accountant in preparing financial state
ments violates the full disclosure standard if
he fails to disclose a material fact in the
financial statements which is known to him and
is necessary to assure chat the financial
#:
statements are not misleading.
%:
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Table 14* (continued)
Responses of CPAs to the Questionnaire**
Rule
0

1

Responses***
2
3

4

5

6.11

An accountant should sign any report or
analysis prepared by him.

#:
%:

10
36
83
23
35
18.85
43.46
12.04
18.33
5.23

4
2.09

6.12

An accountant should clearly indicate his
degree of responsibility for any report or
analysis signed by him.

#:
%:

11
31
76
35
32
5.76 16.23 39.79 18.33 16.75

6
3.14

An accountant should keep adequate records
of the work prepared by him.

//:
%:

12
57
104
6.28 29.85 54.45

3
1.57

6.13

6
3.14

9
4.71

Do you think there is a need for a code of professional conduct for accountants in industry?
Yes: 151; 79.06% No: 27; 14.14% No Opinion: 9; 4.71% No Response: 4; 2.09%
How would you
vote on
the acceptanceof this code as a
Against: 42; 21.99% Would Not Vote:12; 6.28% No Response:

whole?For: 126; 65.97%
11; 5.76%

*Note that the results in this table do not have the same statistical degree of
confidence as the results presented in Chapter 5.
**Based on 191 CPAs = 100.00%.
***Responses: No Response = 0; Strongly Agree = 1; Agree = 2; No Opinion = 3;
Disagree = 4; Strongly Disagree = 5
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